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Founder’s  Letter 


By  John  E.  Herzog 

As  A Museum  that  traces  the 
development  of  America’s  financial 
markets,  we  often  find  ourselves 
applauding  the  great  achievements  of 
the  men  and  women  who  have  dedi- 
cated their  lives  to  building  the  capital 
market  system  that  we  enjoy  today. 
This  year  was  no  different,  as  we  paid 
tribute  to  the  most  important  figure  in 
American  financial  history-our  first 
Secretary  of  the  Treasury  Alexander 
Hamilton -who  lost  his  life  200  years 
ago  this  July  in  a duel  with  the  sitting 
Vice  President  of  the  U.S.  Aaron  Burr. 

But  if  we  are  to  truly  learn  the 
lessons  of  financial  history,  it  is  equally 
important  that  we  recall  the  difficult 
moments  in  our  nation’s  financial  past 
as  well.  This  October  marks  the  75th 
anniversary  of  the  Great  Crash  of 
1929  [see  article,  page  ii].  The  series 
of  stock  market  crashes  that  occurred 
the  week  of  October  24-29  that  year 
was  truly  devastating  to  most  Ameri- 
cans, and  to  our  nation  as  a whole. 

One  of  the  most  important  artifacts 
from  that  period  in  the  Museum’s  col- 
lection is  the  first  few  feet  of  ticker  tape 


from  the  opening  bell  of  the  NYSE  on 
“Black  Tuesday,”  the  silent  witness  to 
the  precipitous  drop  in  stock  value  of 
major  American  corporations.  This 
rare  artifact  was  framed  by  a Boston 
area  stockbroker  who  had  the  foresight 
to  realize  that  something  momentous 
had  happened  that  day.  He  framed  this 
tape  and  hung  it  in  his  office  to  remind 
his  employees  what  could  happen  on  a 
bad  day  on  Wall  Street. 

To  mark  this  anniversary,  the 
Museum  is  offering  a crash-themed 
walking  tour  of  the  Financial  District 
on  Saturday,  October  30  and  has 
installed  a small  exhibition  on  the  Crash 
that  will  be  on  display  through  Decem- 
ber. In  addition  to  the  1929  tape  and 
the  Museum’s  working  stock  ticker 
replica,  visitors  can  read  original  news- 
papers from  the  time  of  the  Crash;  cor- 
respondence from  Franklin  D.  Roo- 
sevelt, then-governor  of  New  York,  to 
his  broker  regarding  his  personal 
financial  accounts;  and  a telegram 
from  a man  to  his  girlfriend  describing 
the  awful  chaos  on  some  streets  of 
Manhattan  following  the  Great  Crash. 


Museum  Founder  John  Herzog  (right) 
and  Trustee  Richard  Sylla  (left)  view  an 
Alexander  Hamilton  document  in  the 
Bank  of  New  York’s  private  museum. 

When  I founded  this  Museum  in 
1988,  it  was  my  own  way,  as  a collec- 
tor of  historical  documents,  to  respond 
to  the  Stock  Market  Crash  of  1987.  I 
realized  that  no  single  institution  was 
collecting  the  financial  history  of  this 
great  nation,  and  that  even  more 
importantly,  this  history  was  not  being 
interpreted  for  future  generations. 
Now,  if  we  as  a Museum  do  our  job 
well,  visitors  to  our  gallery  and  readers 
of  this  magazine  will  see  longer-term 
market  patterns  and  cycles,  and  we 
will  help  to  encourage  a nation  of  bet- 
ter-informed investors.  HQ 
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Message  to  Members 

A word  from  our  uewly-appointed  executive  director,  Lee  Kjelleren 


The  Museum  staff’s  role  is  to 
continue  the  evolution  of  Founder  and 
Board  Chairman  John  Herzog’s  vision 
of  a museum  of  national  and  transna- 
tional distinction.  Wonderful  work 
has  been  done  by  the  Board  and  past 
staff  in  establishing  the  .Museum,  afhl- 
iating  with  the  Smithsonian  and  in 
creating  the  collection,  library  and 
many  splendid  exhibitions.  Communi- 
cation Director  Kristin  Aguilera’s 
work  in  editing  this  magazine  as  well 
as  our  website  is  a source  of  .Museum 
pride,  as  is  Rita  Fabris  and  Aleksandra 
Duranovic’s  work  in  the  .Museum 
Shop.  We  are  also  grateful  for  the  ded- 
ication of  volunteers  such  as  Saeko 
Okada  and  Ruth  Baker,  a former 
school  principal,  who  has  served  the 
.Museum  for  seven  years.  And  as  of 
September  we  are  delighted  that 
Chris  Catanese  has  joined  us  as  direc- 
tor of  education  and  financial  literacy. 

.An  ongoing  challenge  is  to  increase 
our  exhibit  space  and  general  donor 
support  and  grants.  One  of  the 
implicit  themes  of  the  .Museum  is  the 
triumph  of  free  market  capitalism  and 


its  influence  on  the  way  an  open 
democratic  society  is  organized.  We 
believe  an  affirmation  of  such  ideas 
resonates  positively  among  corporate 
and  various  foundation  supporters, 
and  their  support  will  he  especially 
enhanced  in  an  expanded  exhibition 
gallery  setting. 

Arts  management  involves  a steep 
hut  exciting  learning  curve  for  me, 
having  been  primarily  an  international 
banker,  a COO  of  a domestic  bank, 
and  a Soviet  scholar  at  Harvard  with 
faculty  status.  1 have  however  had  a 
long  association  with  a $30  million 
educational  non-profit  and  chaired  the 
Board  of  Trustees,  which  provides  a 
helpful  background  in  fund  raising, 
non-profit  administration  and  educa- 
tional outreach. 

Our  next  exhibition  in  late  fall  will 
chronicle  the  evolution  of  the  original 
dozen  1896  Dow  Jones  companies. 
Fdeven  of  the  twelve  companies  are 
still  in  existence  either  directly  or 
through  successor  companies,  and  we 
will  trace  the  business  and  economic 
variables  that  have  led  to  the  changes 


Executive  Director  Lee  Kjelleren 


in  their  products.  Our  guest  curator, 
Gregory  Morris,  will  introduce  an 
appealing  system  of  sequential  knowl- 
edge indicators  geared  to  three  levels 
of  conceptual  and  historical  under- 
standing. This  system  is  designed  to 
communicate  and  educate  as  effec- 
tively as  possible.  Please  come  visit  us 
and  call  me  at  any  time  with  your 
thoughts  and  suggestions.  Dn 
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.Mr.  Hugh  Freemantle 
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Mr.  .Michael  Weaver 


The  Museum  thanks  all  contributors 
for  their  continued  support.  To  learn 
how  you  or  your  organization  can 
participate  in  the  Museum’s  program, 
educational,  and  service  mission, 
please  call  1 1 2-908-4604. 
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Museum  Hires  Director  of  Education 
and  Financial  Literacy 


Chris  Catanese,  director  of  education  and  financial  literacy, 
teaches  children  about  anti-counterfeiting  devices  in  currency  at  CultureFest  2004. 


This  September,  the  Museum  wel- 
comed its  first  full-time  educator  as 
Chris  Catanese  joined  the  Museum 
staff  as  director  of  education  and 
financial  literacy.  Catanese  gradu- 
ated from  the  E.  Claiborne  Robins 
School  of  Business  at  the  University 
of  Richmond  with  a degree  in  Busi- 
ness Administration.  Prior  to  joining 
the  Museum,  he  spent  ii  years  at 
various  New  York  City  non-profit 
institutions  including  the  Museum  of 
Television  and  Radio,  WNET's 
National  Teacher  Training  Institute, 
and  WNYC  Radio’s  award-winning 
New  York  Kids. 

In  the  spring  of  2004  Chris  joined 
the  staff  of  the  Museum  as  a free- 
lance educator  teaching  classes  to  the 
growing  number  of  school  groups 
the  Museum  has  been  attracting.  In 
creating  this  new  full-time  position, 
the  Museum  reinforces  its  dedication 
to  educational  outreach. 

“Everyone  knows  the  year  the  Dec- 
laration of  Independence  was  signed, 
but  how  many  Americans  know  when 


the  country’s  first  central  bank  was 
founded?  (1791),”  he  says.  “I  am 
excited  to  be  joining  an  institution  com- 
mitted to  helping  students -including 
lifelong  learners -look  to  the  lessons  of 
financial  history,  while  taking  charge  of 
their  own  financial  lives.” 

Catanese  plans  to  expand  on  the 
current  educational  programming  to 


offer  a more  specialized  experience  for 
groups  coming  to  the  Museum.  “I 
envision  a full  menu  of  classes  from 
which  a group  will  be  able  to  choose. 
So,  whether  they  are  interested  in  the 
capital  markets,  banking  or  the  funda- 
mentals of  financial  literacy,  they  will 
have  a class  devoted  specifically  to 
that  subject  area.”  BO 


Museum  Launches  Event  Series  With  Rubin  Talk 


The  Museum  kicked  off  its  fall 
programming  series  on  the  evening 
of  October  14  with  a lecture  and 
reception  with  former  Secretary  of 
the  Treasury  Robert  Rubin,  who 
spoke  on  his  new  book.  In  an  Uncer- 
tain World:  Tough  Choices  from 
Wall  Street  to  Washington.  The  event 
was  part  of  the  Museum’s  annual  lec- 
ture series  in  conjunction  with  the 
New  York  University  Stern  School  of 


Business,  which  will  continue  on 
November  30  with  a talk  and  signing 
by  Jagdish  Bhagwati  on  In  Defense 
of  Globalization. 

Other  upcoming  events  include  an 
exclusive  private  viewing  of  the  New- 
York  Historical  Society’s  new  Alexan- 
der Hamilton  exhibition  on  October 
26,  a crash-themed  walking  tour  of 
the  Einancial  District  on  October  30 
(the  75th  anniversary  of  the  Great 


Crash  of  1929),  and  author  events 
with  John  Steele  Gordon  on  An 
Empire  of  Wealth  and  Charles  Slack 
on  Hetty:  The  Ge?tius  and  Madness  of 
America's  First  Female  Tycoon. 

Please  see  the  Pall  2004  Events 
Calendar  on  page  35  for  more  details 
on  the  Museum’s  upcoming  pro- 
grams. For  reservations  or  additional 
information,  e-mail  info@financial- 
history.org  or  call  212-908-4695.  BB 
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Exhibit  to  Trace  History  of  the  Original  “Dow  Dozen” 

By  Kristin  Aguilera 


In  January,  the  Museum  will 
launch  "Still  They  Ride:  The  Original 
Dow  Dozen,”  an  exhibit  detailing  the 
histories  of  the  i a companies  that 
comprised  the  original  Dow  Jones 
Industrial  Average  in  1S96.  The 
exhibit,  based  on  an  article  published 
in  the  Fall  2003  issue  of  Hinancial 
History  magazine,  will  he  guest 
curated  by  Fditorial  Board  Member 
Gregory  Dl,  Morris. 

The  exhibit  will  examine  the  role 
the  original  Dow  companies  played 
in  the  development  of  the  economy 
of  the  United  States  at  the  turn  of  the 
19th  century,  and  the  growth  and 
evolution  of  these  companies  (i  1 of 


Dotr'jowBS  «k  ooiaw-rf.wc. 


Dow  Jones  6'  Company.  Inc. 
specimen  stock  certificate. 


which  still  exist  today).  It  will  con- 
tain a significant  amount  of  original 
research,  as  well  as  artifacts,  finan- 
cial documents,  and  historical  anec- 
dotes from  the  original  companies 
and  from  their  extant  successors. 


The  stories  will  be  accessible  to 
school  children,  who  will  find 
lessons  in  the  historical  examples;  to 
adults  who  may  remember,  have 
invested  in,  or  have  worked  for 
some  of  the  original  or  intermediate 
companies;  and  to  historians  who 
will  not  have  seen  this  information 
gathered  and  presented  coherently 
anywhere  else. 

A section  of  the  exhibit  will  focus 
on  the  origin  of  the  Dow,  including 
biographies  of  Charles  Dow  and 
F'dward  Jones,  and  its  continuing 
importance  today.  "Still  They  Ride” 
will  be  on  display  in  the  Museum 
gallery  through  July  2005.  DEI 


Fine  Art 
Photography  of 
Wall  Street 


Wall  Street  a 


Wall  Street  Christmas  Books 


ALSO  AVAILABLE 


www.RobertGambee.com 
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Overcoming  Resistance  to 

Life  Insurance  in  the  19th  Century 


By  Brian  Grinder  and  Dan  Cooper 


Ulysses  S.  Grant  died  without  a life 
insurance  policy.  Although  he  served 
on  the  Board  of  Directors  of  the  Equi- 
table Life  Assurance  Company  during 
his  post-presidential  career,  he  never 
saw  a practical  use  for  life  insurance. 
Historian  E.  Carlyle  Buley  writes  that 
Grant  “had  a peculiar  prejudice 
against  insuring  his  life  which  was 
almost  akin  to  superstition.” 
Although  such  an  aversion  to  life 
insurance  sounds  strange  and  irre- 
sponsible to  the  modern  mind. 
Grant’s  feelings  about  life  insurance 
were  shared  by  many  of  his  contem- 
poraries. Indeed,  there  were  a number 
of  cultural  and  religious  objections  to 
life  insurance  that  had  to  be  overcome 
before  the  general  population  would 
accept  the  concept  of  insuring  life. 
Surprisingly,  clergymen  would  play  a 
major  role  in  changing  the  nation’s 
attitude  about  life  insurance. 

Both  marine  and  fire  insurance 
grew  rapidly  in  the  late  1700s  and 
became  profitable  enterprises  by  the 
early  1800s.  However,  efforts  to  sell 
life  insurance  policies  during  this 
same  time  period  met  with  failure.  In 
her  fascinating  study  on  the  develop- 
ment of  life  insurance  in  the  United 
States,  Viviana  A.  Rotman  Zelizer 
notes  that,  “Fire  and  marine  compa- 
nies were  established  in  response  to 
public  demand  for  their  services.  Life 
insurance  companies,  on  the  other 
hand,  forced  their  product  on  an 
unwilling  clientele.”  Not  only  were 
the  clientele  unwilling,  they  were 
more  times  than  not  adamantly 
opposed  to  the  concept  based  on 
moral  and  religious  principles. 


HARTFORD  FIRE  INSURANCE  COMPANY. 


(€1)16  3!n6trunimt  or  Policp  of  ?C66urance 
3[lldurantc  Coinpanp.  in  consideration  of 

to  loKifC,  vk)  Dot«  benfay  a^rcc  to  toMirr. 


That  the  ©attfotH  iritt 

luiL'  r'/Zz/,/ 


^■y)  ' jta  //  f \ .ff  /A  . , J 

Early  insurance  policy  issued  by  the  Hartford  Fire  Insurance  Company. 


Many  in  the  19th  century  were 
unable  to  make  a distinction  between 
life  insurance  and  gambling.  Part  of  the 
problem  was  that  the  origins  of  life 
insurance  could  be  directly  traced  to 
gambling  practices.  According  to  Geof- 
frey Clark,  “The  18th-century  taste  for 
playing  with  chance  went  far  beyond 
the  card  table  and  into  the  coffee- 
houses, insurance  offices,  and  other 
abodes  of  business  where  bets  on  the 
movement  of  stocks  and  the  outcome 
of  battles,  the  possibility  of  shipwrecks, 
and  the  hour  of  people’s  deaths  fur- 
nished other  opportunities  for  play.” 
The  English  were  particularly  fond  of 
life  insurance  gambling,  which  involved 
the  purchase  of  a life  insurance  policy 
on  a person  with  whom  the  purchaser 
had  no  legitimate  financial  interest. 
Most  of  these  policies  were  taken  out 
on  people  in  the  public  spotlight.  For 
instance,  Clark  relates  the  1757  inci- 
dent where  an  Admiral  Byng  “stood 


trial  for  dereliction  of  duty...  premiums 
on  his  life  varied  with  the  strength  of 
the  latest  testimony  offered  against  him 
in  court.”' 

Superstition  also  kept  many  from 
purchasing  insurance;  to  insure  against 
one’s  death  might  actually  hasten  it. 
Furthermore,  society  often  looked 
askance  at  life  insurance  believing  that 
it  would  promote  laziness,  encourage 
get-rich-quick  attitudes,  and,  in 
extreme  cases,  lead  to  the  murder  of 
the  insured  in  order  to  collect  the  pay- 
out. There  was  also  a great  deal  of 
consternation  over  relinquishing  the 
extended  family’s  responsibility  to  care 
for  the  widowed  and  orphaned  and 
giving  it  to  an  insurance  company. 

There  is  a certain  irony  to  the  early 
opposition  of  religious  leaders  to  life 
insurance.  The  first  formal  life  insur- 
ance organizations  in  the  United  States 
were  established  for  Presbyterian  and 
Episcopalian  ministers.  Moreover,  a 


Financial  History  ~ Fall  zoo 


8 


WWW. FINANCIAI.IIISTORY.ORG 


Advertnement  for  the  St.  Pjiil  hire  C Marine 
hisiiranee  Co.,  founded  in  iSff. 


Mutual  Benefit  Lite  Insurance  Com- 
pany report  from  1846  lists  clergymen 
"as  the  second  largest  group  of  insured 
after  ‘merchants  and  traders.'”  It  is 
also  interesting  to  note  that  it  was 
often  easier  for  a congregation  to  sup- 
plement a minister's  inadequate  salary 
with  a life  insurance  policy  rather  than 
a raise.  The  policy  generally  cost  less 
than  a raise  and  promised  to  support 
the  minister's  family  in  the  event  of  his 
untimely  death.  (Clergymen  were  also 
actively  recruited  as  insurance  agents, 
as  they  had  a ready  customer  base  in 
the  form  of  their  congregation.  The 
second  job  also  allowed  them  to  sup- 
plement their  meager  incomes. 

Nevertheless,  religious  opposition 
to  life  insurance  was  very  powerful. 
There  was  a strong  feeling  that  life 
insurance  was  a sacrilegious  attempt  to 
replace  the  providential  care  of  Cod 
with  the  earthly  assurances  of  a life 
insurance  policy.  The  divine  protection 
of  Ciod  was  to  be  replaced  bv  mere 
money.  A pamphlet  published  in  1870 
entitled  The  hrils  of  histtniitce  pro- 
claimed, “We  believe  Satan  never  fitted 
so  keen  and  sharp  pointed  an  instru- 


ment to  pierce  the  soul  of  the  saint  as 
Life  Insurance,  to  induce  him  to  loosen 
his  hold  on  his  heavenly  father.” 

Bur  by  1870  the  tide  had  already 
turned,  partly  because  of  the  sales 
efforts  of  the  insurance  companies, 
but  also  because  a number  of  promi- 
nent clergymen  publicly  supported  life 
insurance.  They  argued  that  it  was  the 
duty  and  obligation  of  a Christian 
man  to  provide  for  his  family  in  the 
event  of  his  demise. 

C.'harles  Haddon  Spurgeon  was  an 
uneducated  youth  when  he  left  rural 
F.ngland  in  1854  to  preach  in  1. on- 
don,  bur  by  the  age  of  11  he  "was 
perhaps  the  most  popular  preacher 
of  his  day.”  Zelizer  cites  one  of 
Spurgeon's  sermons  that  was  based 
on  the  te.xr,  "Take  no  thought  for 
the  morrow  what  ye  shall  eat,  or 
what  you  shall  drink.”  During  the 
church  service  he  revealed  that  he 
had  purchased  a £5,000  life  insur- 
ance policy  and  had  "thus  been  able 
to  carry  our  the  injunction  of  the 
text  and  not  be  overanxious  for  the 


morrow.”  This  "Prince  of  Preach- 
ers” was  an  unlikely  supporter  of 
the  concept  of  life  insurance.  He 
once  spoke  on  the  behalf  of  a bene- 
fit society  using  the  same  scripture 
as  the  basis  for  his  message.  As 
Spurgeon  recalled: 

Some  of  niy  hearers,  when  / 
anttoitnced  my  text,  feared  the  prin- 
ciple of  it  was  altogether  hostile  to 
anything  like  an  insnratice,  or  pro- 
viding for  the  fittnre,  hut  I just 
showed  them  that  it  was  not,  as  1 
looked  upon  it...  If  I were  a man 
struggling  in  life,  and  had  it  in  tny 
power  to  insure  for  something  which 
would  take  care  of  wife  and  fatnily  in 
after  days,  if  I did  not  do  it,  yoit 
might  preach  to  me  all  eternity  about 
not  taking  thought  for  the  morrow; 
hnt  I could  not  help  doing  it,  when  I 
saw  those  I loved  around  )}ie  unpro- 
vided for...  But  let  me  go  to  one  of 
the  )nany  of  the  excellent  institutions 
which  exist,  and  let  me  see  that  all  is 
provided  for,  I come  home  and  say, 
‘Now  I know  how  to  practice 


I’lyiiioiitb  Church  of  the  Pilgrims  in  Brooklyn,  New  York. 

Here,  Pastor  Henry  Ward  Beecher  became  one  of  the  most  prominent 
preachers  to  espouse  the  benefits  of  life  insurance  in  the  19th  century. 
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Christ’s  command  of  taking  no 

thought  for  tire  morrow;  I pay  the 

policy-money  once  a year,  and  I take 

no  further  thought  about  it 

In  the  United  States,  the  most 
prominent  preacher  to  espouse  the 
benefits  of  life  insurance  was  Henry 
Ward  Beecher,  pastor  of  Brooklyn’s 
Plymouth  Church.  For  nearly  50  years 
he  was  “the  most  influential  minister 
in  America  and  one  of  the  leading 
molders  of  public  opinion  of  his  day.” 
His  influence  was  such  that  Equitable 
founder  Henry  Hyde  hired  him  to 
write  for  the  company  magazine.  Our 
Mutual  Friend.  The  company’s  army 
of  insurance  salesmen  used  his  1869 
pamphlet.  Truth  in  a Nutshell,  to 
counter  religious  objections  to  life 
insurance.  The  pamphlet  reflected  the 
shift  that  was  taking  place  in  religious 
values:  “Once  the  question  was:  can  a 
Christian  man  rightfully  seek  Life 
Assurance?  That  day  is  passed.  Now 
the  question  is:  can  a Christian  man  jus- 
tify himself  in  neglecting  such  a duty?” 
Beecher  insisted  that  Christians  “have 
no  right  to  trust  God  for  anything 
which  he  has  enabled  us  to  obtain. 

Other  ministers  including  Henry 
Clay  Fish,  pastor  of  the  First  Baptist 
Church  of  Newark,  and  T.  DeWitt  Tal- 
mage,  pastor  of  the  Brooklyn  Taberna- 
cle, either  wrote  pamphlets  for  the 
insurance  companies  or  preached  ser- 
mons supporting  the  insurance  industry. 
Talmage  preached  that  a man  who  died 
without  providing  for  his  family  through 
a life  insurance  policy  did  not  die  but 
“absconded.”  The  shift  in  attitude 
toward  life  insurance  was  so  dramatic 
that  by  the  end  of  the  19th  century, 
hardly  anyone  took  the  ravings  of  the 
few  preachers  who  still  railed  against 
it  seriously. 

Grant  was  not  particularly  reli- 
gious, but  his  reluctance  to  heed  the 
words  of  men  such  as  Spurgeon  and 
Beecher  in  regards  to  life  insurance 
would  have  enormous  implications  for 
both  Grant  and  his  family.  Grant  had 
been  approached  about  writing  his 


memoirs  a number  of  times  before  the 
Wall  Street  firm  of  Grant  and  Ward 
failed  in  1884,  but  he  always  declined 
the  offers  because  he  thought  that 
Grant  and  Ward  would  generate  suffi- 
cient profits  to  take  care  of  his  wife 
long  after  he  had  departed  from  this 
earth.  After  the  failure  of  the  firm. 
Grant  was  destitute;  there  was  no 
army  pension,  no  presidential  pension, 
and  no  life  insurance  policy.  To  top  it 
off,  Grant  soon  learned  that  he  was 
dying  of  cancer.  In  order  to  provide  for 
his  wife.  Grant  decided  to  write  his 
memoirs  and  embarked  on  a desperate 
attempt  to  complete  them  before  the 
cancer  took  him.  In  spite  of  the  illness 
that  weakened  and  depressed  him. 
Grant  sometimes  wrote  as  many  as 
10,000  words  a day  and  was  able  to 
complete  the  project  shortly  before  his 
death.  Grant’s  Personal  Memoirs  even- 
tually provided  his  wife  with  nearly 
$450,000  in  royalty  payments  [See 
Financial  History,  issue  #81,  page  13]. 

Had  Grant  prudently  purchased  a 
life  insurance  policy,  he  may  have  been 
able  to  live  out  his  last  days  in  relative 
peace  instead  of  racing  against  death 
to  complete  his  memoirs.  On  the  other 
hand,  the  world  would  have  missed 
out  on  one  of  the  most  successful 
memoirs  in  history. 

Grant  embodied  many  of  the  sensi- 
bilities of  his  time.  His  reluctance  to 
insure  his  life  was  typical  of  many  in  his 
generation.  By  the  time  of  his  death, 
however,  life  insurance  had  entered  into 
the  good  graces  of  the  prudent  and 
responsible  man.  It  was  a change  that 
took  nearly  a century  to  accomplish, 
and  it  was  to  have  a profound  impact 
on  society.  Life  insurance,  though  still 
labeled  an  unsought  good  by  econo- 
mists, helped  to  change  our  outlook  on 
death,  our  view  of  the  divine,  and  our 
sense  of  responsibility  to  those  who  are 
left  behind  after  our  death.  In  an  age 
where  change  occurs  so  rapidly,  espe- 
cially in  the  area  of  financial  innova- 
tion, we  often  don’t  take  the  time  to 
reflect  on  how  these  new  products  will 
change  society.  Though  we  quickly 


grasp  the  financial  ramifications  of  new 
innovations,  we  seldom  pause  to  con- 
sider their  overall  impact  on  society. 
Perhaps  we  could  learn  something  from 
our  19th  century  counterparts.  ISD 

Dr.  Dan  Cooper  is  the  president  of 
Active  Learning  Technologies.  Brian 
Grinder  is  a professor  at  Eastern 
Washington  University  and  a member 
of  Financial  History’s  editorial  board. 
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Notes 

1.  The  Gambling  Act  of  1774  “prohibited 
gambling  on  lives  or  the  issuance  of  any  life 
insurance  policy  without  demonstration  by 
the  purchaser  of  a legitimate  financial 
interest...  in  the  life  of  the  party  insured.” 
(See  Clark  p.  53) 

2.  Beecher’s  life  was  insured  through  the  Equi- 
table. In  Truth  in  a Nutshell,  he  wrote,  “We 
have  insured  our  own  life  in  the  Equitable 
Life  Assurance  Company...  We  should  select 
it  again  if  we  were  to  choose  again.” 
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THE  GREAT  CRASH  OE  1929 


five 


By  Ricfhini  Sylb 

In  1004  Americans  celebrate,  if 
that  is  the  right  word,  the  75th 
anniversary  of  the  (jreat  Stock  Market 
Oash  of  i9i9.  There  had  been  mar- 
ker crashes  before  1929.  And  there 
were  crashes  after  1929.  But  1929  is 
still  considered  THH  BKi  ONH. 

1 low  did  the  (ireat  C.rash  develop 
in  1929?  NX'hat  did  we  think  of  it  at  its 
25th  and  50th  anniversaries  in  1954 
and  1979?  And  how  might  we  view  it 
now,  at  its  75rh?  Kxploring  these  ques- 
tions, 1 conclude  that  we  need  to  for- 
get some  of  what  “everyone  knows" 
about  the  Crash  of  '29. 

1929.  Stocks,  as  measured  by  the 
Dow  Jones  Industrial  Average  (the 
Dow),  reached  a peak  close  of  1 on 
September  3,  1929,  and  the  average 
closed  at  351  on  October  15,  a mod- 
est decline  from  the  peak,  brom  its 
close  of  96  at  the  end  of  1923  to  the 
peak  of  September  1929,  the  Dow 
increased  at  a compound  rate  of  24 
percent  per  year. 


.After  the  September  peak,  the 
Dow  declined  moderately  to  3 5 i on 
October  15.  During  the  month  after 
October  15,  all  hell  broke  loose, 
brom  an  intra-day  high  of  330  on 
October  23,  the  Dow  reached  an 
intra-day  low  t)f  272  the  next  day. 
Black  bhursday,  on  record  volume 
of  12.9  million  shares.  Well-publi- 
cized and  large-scale  stock  pur- 
chases organized  by  a New  't’ork 
bankers’  pool  during  the  day  on 
Black  bhursday  moved  the  close  up 
to  299.  Prices  stabilized  at  that 
level  the  next  two  days  — the  New 
'I'ork  Stock  bxchange  had  Saturday 
sessions  then. 

bhen  on  Black  .Monday,  October 
2S,  the  Dow  fell  from  the  299  clo.se  on 
Saturday  to  a close  of  261.  The  next 
day.  Black  Tuesday,  the  Dow  crashed 
to  a low  of  21  2 and  a close  of  230  on 
new  record  volume,  16.4  million 
shares.  Those  two  late  October  days 
in  1929,  when  the  Dow  lost  23  per- 
cent of  its  value  from  Saturday’s  close 
to  Tuesday’s,  define  for  many  the 


Great  Crash. 

The  price  slide  on  Wall  Street  con- 
tinued after  Black  Monday  and  Black 
Tuesday,  just  as  it  had  begun  before 
those  two  defining  days.  Continuing 
weakness  in  early  November  pushed 
the  Dow  down  to  the  crash-period 
closing  low  of  199  on  November  13. 
brom  the  September  peak,  stocks  had 
lost  4S  percent  of  their  value  in  a little 
over  two  months.  Nonetheless,  the 
Dow  was  still  twice  as  high  as  it  had 
been  six  years  earlier. 

Those  are  the  essential  facts  of  the 
Cireat  Crash.  But  how  are  we  to  inter- 
pret them?  Why,  of  all  of  financial 
history's  crashes,  was  this  crash  TbiE 
BIG  ONE? 

Without  a doubt  it  is  because  the 
Crash  of  1929  came  at  the  beginning 
of  an  economic  downturn  that  lasted 
longer  than  all  other  downturns  in 
American  history,  from  1929  to  1933. 
This  Great  Depression  was  the  great- 
est economic  crisis  in  America’s  his- 
tory. By  the  time  the  Dow  reached  its 
Depression  low  of  41  in  mid-1932,  it 
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was  off  almost  90  percent  from  the 
1929  peak,  and  less  than  half  of 
where  it  had  been  at  the  end  of  r923. 
And  since  the  Crash  came  at  the 
beginning  of  the  Great  Depression, 
the  crash  must  have  been  a major 
cause  of  the  Depression. 

At  least  this  is  what  many  began 
to  believe  as  economic  conditions 
got  worse  and  worse  during  1930- 
33.  As  the  idea  worked  its  way  into 
textbooks,  it  is  what  Americans 
continued  to  believe  for  decades. 
The  Great  Crash-Great  Depression 
connection  is  what  many  of  our  his- 
tory textbooks  still  teach  us.  Most 
of  us  still  believe  it.  Nonetheless, 
from  the  perspective  of  75  years,  it 
is  likely  a flawed  lesson. 

1954.  From  the  perspective  of  25 
years,  the  Crash-Depression  nexus 
seemed  anything  but  a flawed  lesson. 
In  1954,  the  Dow  opened  the  year  at 
283  and  closed  it  at  404.  It  was  the 
first  time  the  index  had  reached  and 
surpassed  its  peak  of  September  1929, 
a quarter  century  before.  That  set  off 
alarm  bells  in  the  country,  if  not  on 
Wall  Street. 

Sensing  opportunity,  economist 
and  author  John  Kenneth  Galbraith 
of  Harvard  produced  a small  book. 
The  Great  Crash,  [919,  a witty  and 
sardonic  treatment  of  the  subject 
still  worth  reading  half  a century 
later.  Hearing  some  of  the  alarm 


bells.  Congress  invited  Professor 
Galbraith  to  testify  in  early  1955  at 
hearings  intended  to  probe  into 
whether  the  1950s  boom  and  the 
surpassing  of  1929  stock  prices  por- 
tended another  bust. 

“Toward  the  end  [of  his  testi- 
mony],” Galbraith  reported  in  the 
introduction  to  a later  edition  of  the 
book,  “I  suggested  that  history  could 
repeat  itself,  although  I successfully 
resisted  all  invitations  to  predict 
when.  I did  urge  a stiff  tightening  of 
margin  requirements  as  a precaution- 
ary step.”'  After  referring  to  “the 
suicidal  tendencies  of  the  economic 
system,”  one  of  which  is  “the  recur- 
rent speculative  orgy,”  Galbraith 
added,  “The  Great  Crash  of  1929 
contracted  the  demand  for  goods, 
destroyed  for  a time  the  normal 
machinery  for  lending  and  invest- 
ment, helped  arrest  economic  growth, 
caused  much  hardship  and,  needless 
to  say,  alienated  countless  thousands 
from  the  economic  system.  The 
causes  of  the  crash  were  all  in  the 
speculative  orgy  that  preceded  it.”- 

That  is  how  the  1929  crash  looked 
to  an  informed  observer  50  years  ago. 

1979.  When  the  Great  Crash  had 
its  50th  anniversary,  no  one  seemed  to 
care.  The  Dow  opened  that  year  at 
8 I I and,  after  reaching  a high  of  898, 
it  closed  at  839.  Although  the  aver- 
ages had  doubled  since  the  mid-r950S 


when  Galbraith  drew  his  lugubrious 
lessons,  no  one  in  1979  was  happy 
about  that.  The  Dow  had  reached 
those  1979  levels  much  earlier,  in 

1964,  and  even  surpassed  them  in 

1965.  In  a sense,  by  1979  stocks  — at 
least  the  Dow  stocks  as  a group  — had 
not  gained  in  15  years. 

The  intervening  period  had  been 
terrible,  with  Vietnam,  the  collapse 
of  the  Bretton  Woods  system  of  fixed 
exchange  rates,  wage  and  price  con- 
trols, oil  price  shocks,  Watergate, 
rampant  inflation,  and  ever-rising 
interest  rates.  In  the  midst  of  all  this 
came  the  worst  bear  market  since  the 
1930S.  From  a peak  of  1,051  in  Jan- 
uary 1973,  the  Dow  fell  to  585  in 
October  1974.  This  was  a loss  of  45 
percent,  almost  as  great  a loss  as  the 
48  percent  drop  from  September  to 
November  in  1929.  Since  the  decline 
was  spread  over  21  months,  few 
termed  it  a crash.  It  was  just  a bear 
marker,  if  maybe  worse  than  most 
bear  markets.  Although  the  economy 
was  hardly  in  good  shape,  the  1973- 
74  bear  market  was  not  followed  by 
a depression,  just  a recession  that 
ended  in  1975. 

By  1979,  the  first  of  three  consecu- 
tive years  of  douhle-digit  inflation,  no 
one  expected  a crash  because  it 
seemed  that  stocks  had  already 
crashed,  at  least  in  real  (inflation- 
adjusted)  terms,  since  the  mid  1960s. 
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It  took  three  years  to  turn  around 
this  long  chain  of  awful  events.  But 
the  turn-around  began  in  1979  with 
the  elevation  of  Paul  Volcker  to  head 
the  Federal  Reserve.  Volcker  started 
the  process  of  ending  inflation  by 
allowing  interest  rates  to  rise  to 
unprecedented  levels  in  U.S.  history. 
The  result  was  a mild  recession  in 
1980,  and  the  worst  recession  since 
the  i9^os  in  1981-82,.  Ronald  Rea- 
gan, who  passed  on  earlier  this  year, 
became  president  in  1981.  To  his 
credit.  President  Reagan  supported 


2000  peak  of  1 1,723,  the  Dow  slid  to 
7,286  by  October  2002,  a drop  of  38 
percent.  That  is  remindful  of  the  1973- 
74  bear  market.  The  Nasdaq  compos- 
ite index,  which  was  not  around  in 
1929,  fared  far  worse.  It  peaked  at 
5,049  in  March  2000,  and  hit  a low  of 
1,119  in  October  2002.  Thar  decline  of 
78  percent,  nearly  as  bad  as  the  89  per- 
cent decline  of  the  Dow  from  1929  to 
19^2,  is  remindful  of  what  happened 
to  stocks  during  the  Great  Depression. 

'l  et  there  was  not  a Great  Depression 
after  2000,  onlv  a mild  recession  in 


(ionipany. 

Address 


www.financialhistory.org 


Tako  of  lli<«ioi*v 

J 'it's.  1 want  tn  become  a member  ol  the  Museum  of  American  Kinaiu- 
llistors  and  begin  recei\ing  hinttiicidi  History  magazine,  notice  ol 
Alnseum  events,  and  discounts  in  the  Museum  Shop. 

Name 


al 


State  _ 
Phone 


Plcuse  check: 

-J  individual  Member.  .S  K) 

J Institutional  Member.  .ST-A 
J .Student/Senior.  S.AO 
J Smithsonian  Alfdiate  Member.  -SI. AO 
J \levander  Hamilton  Societv.  S.AOO 

f nii  ^ #.»  / 9 Jttr  ntrportilv  nirnthrrshifm 


j Pavment  enclosed 
_l  Bill  lilt*  latei' 

Makv  chocks  fmynhle  to 
the  Museum  of  l/ri<‘rir  riri 
h'inuncitil  llisttu  y. 


was  less  than  the  48  percent  loss  in 
two  months  in  19^9.  But  the  psycho- 
logical impact  was  not  substantially 
different.  Some  saw  portents  of 
another  (ireat  Depression. 

Today,  the  1987  crash  is  all  but 
forgotten.  Why?  .Most  likely  it  is 
because  it  was  not  followed  by  a 
depression,  much  less  another  (ireat 
Depression.  Thar  should  make  us 
think  about  1929.  Perhaps  the  crash- 
depression  nexus  is  nor  as  warranted 
as  our  teachers  and  our  textbooks 
taught  us. 

After  the  turn  of  the  year  2000,  the 
stock  market  experienced  another 
major  bear  market.  From  the  January 


might  muddy  up  the  popular  story- 
line that  the  Great  ('rash  caused  the 
(ireat  Depression. 

W'hat  did  happen  in  those  months? 
From  its  low  of  199  in  November 
19^9.  the  Dow  recovered  to  294  by 
mid-.April  1930.  Its  close  on  Wednes- 
day, October  23,  1929,  before  Black 
Thursday,  Black  Monday,  and  Black 
Tuesday,  had  been  306.  In  other 
words,  during  the  five  months  after 
the  November  1929  lows,  the  Dow 
had  recovered  96  percent  of  its  losses 
in  what  most  historians  call  the  Great 
Crash.  At  its  April  peak  the  Dow  was 
still  at  only  77  percent  of  its  pre-crash 
peak  in  September  1929,  so  it  was  still 


a bear  market.  But  the  Great  Crash 
itself  was  almost  entirely  reversed  in 
five  months.  By  way  of  comparison,  it 
took  15  months  to  reverse  the  similar 
crash  of  October  19,  1987. 

So  in  2004  the  case  for  making  the 
Great  Crash  a prime  cause  of  the 
Great  Depression  is  far  weaker  than  it 
was  in  1979  or  1954.  W'hat  then  did 
cause  the  Depression?  That  is  a long 
story,  and  there  is  nor  agreement  on 
all  of  its  details.  But  there  is  consensus 
that  economic  policymakers  made 
many  mistakes  as  the  slide  from  reces- 
nto  depression  rook  place  after 
They  raised  taxes  and  duties  on 
ts.  They  tried  to  balance  the 
t by  cutting  government  spend- 
hey  made  money  tight  and  let 
fail  by  the  thousands,  causing 
mer  and  business  spending  to 
IS  well.  The  price  level  collapsed, 
unemployment  rates  rose  to 
1 levels. 

thing  like  that  happened  after 
ash  of  1987,  or  during  the  bear 
•r  of  2000-02.  And  there  were  no 
isions.  Today's  economic  policy- 
's have  learned  from  the  mis- 
of  their  predecessors.  Now  that 
low  that  major  stock  market 
‘s  and  bear  markets  need  not 
depressions,  perhaps  it  is  time 
ze  stopped  making  the  Crash  of 
the  scapegoat  for  the  misguided 
mic  policies  in  1930-32  that 
were  the  real  causes  of  the  severity  of 
the  Depression.  W'e  need  to  “unlearn'' 
some  flawed  history.  GQ 

Notes 

I John  Kennerh  Galbraith,  The  Great  Crash, 
/9’9  (Boston:  Houghton  Mifflin,  1961),  p. 
xii. 

1 Ibid.,  p.  XX. 

3 Ibid.,  p.  1 46. 
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Back  when  the  United  States 
was  primarily  an  agrarian  society,  the 
banker,  the  doctor,  the  preacher,  the 
lawyer  and,  in  a way,  the  bar  owner, 
were  the  enduring  pillars  of  each 
town.  It  was  the  town  banker,  how- 
ever, who  enabled  the  farm-centric 
communities  to  survive  and  thrive. 

According  to  Bob  Watt,  a 
scripophilist  specializing  in  obsolete 
bank  stock  certificates,  the  agrarian 
town  bank  emerged  about  30  years 
after  the  money  center  banks,  which 
began  on  the  East  Coast  in  1781  to 
serve  the  interests  of  merchants, 
importers,  and  exporters.  Money  cen- 
ter banks -and  the  insurance  compa- 
nies, investment  banks,  and  national 
and  international  banks -are  the 
“out-of-town  financiers”  who  are 
very  different  from  the  town  bank. 

The  town  bank  is  the  institution 
that  services  the  monetary  needs  of  a 
local  rural  community;  it  is  manned, 
owned,  and  financed  by  the  commu- 
nity in  which  it  is  physically  situated. 
Watt  explains  that  its  existence  sur- 
faced in  the  early  1800s  in  response 
to  farmers’  complaints  that  money 
center  banks  would  not  loan  them 
money  because  they  preferred  doing 
business  with  merchants. 

The  farmers’  complaints  are 
somewhat  ironic,  given  the  atti- 
tudes of  most  early  U.S.  citizens. 
From  colonial  times,  farmers  were 
placed  upon  a pedestal,  while  mer- 
chants and  their  commercial  trade 
were  somewhat  vilified.  Benjamin 
Franklin  in  a 1769  piece  published 
in  his  1907  book.  Writings,  cap- 
tures the  mood.  “Finally,  there 
seem  to  be  but  three  ways  for  a 
nation  to  acquire  wealth.  The  first 
is  by  War  as  the  Romans  did  in 
plundering  their  conquered  neigh- 
bors. This  is  Robbery.  The  second 
by  Commerce  which  is  generally 
Cheating.  The  third  by  Agriculture 
the  only  Honest  Way..." 
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t.jrly  issues  of  Banker  Farmer,  the  first  futhlicjtion  front  the  American  Bjnhers  Associjtion  for  j^ricitltnrjl  IhJttkers. 


Vi'hat  honcsr  people  waiir  with 
a tool  ol  the  “cheats”  is  obscure, 
but  what  is  quite  apparent  is  that 
tarniers  used  banks  extensively 
and  that  their  love/hate  relationship 
with  banks,  especially  the  “out-ol- 
town  financiers,”  was  present 
throughout  U.S.  agrarian  history 
until  just  recently. 

Three  unique  relationships  between 
the  bank  and  its  coninuinity  distin- 
guish the  town  bank  from  its  citv 
cousin.  I he  first  is  that  the  capital  the 
bank  lends  originates  from  the  area's 
inhabitants.  This  local  community 
capital  investment  weds  the  lender  to 
the  borrower  more  closely  than  the 
relationships  between  out-of-town 
financiers  and  their  customers. 

Iowan  Congressman  and  Chairman 
Emeritus  of  the  House  Banking  and 
Financial  Services  Committee  [im 
Leach,  whose  father,  grandfather,  and 
great-grandfather  were  all  town  bank 


presidents,  concurs.  “By  the  i Syos,  the 
town  banker  was  financing  every  farm, 
house,  and  crop.  Furthermore,  com- 
munity bank  ownership  was  the  gen- 
eral rule;  every  farmer  would  own  at 
least  half  of  one  percent  of  bank 
stock,”  Leach  said. 

Watt  owns  old  bank  certificates 
that  illustrate  this  phenomenon. 
“Old  certificates  usually  cost  about 
■Sioo  per  share,  which  was  a lot  of 
money  back  in  iSAo,”  he  said.  “Of 
the  average  3 50  total  shares  issued,  a 
typical  farmer  would  buy  two  shares 
on  a payment  plan.  I have  certificates 
where  each  payment  was  noted  until 
the  farmer  had  paid  it  off  in  full.  The 
beauty  of  this  approach  was  that  the 
debtor  was  also  tbe  bank  owner  and 
very  motivated  to  pay  his  loan.” 

He  added,  “What  a great  system: 
make  the  farmer  the  investor.  That 
worked  so  well  and  was  different 
than  the  English  and  Scottish  banking 


systems.  The  town  bank  met  our 
uniquely  American  needs.” 

As  rime  passed,  ownership  of  bank 
shares  consolidated  through  inheri- 
tances and  sales,  so  fewer  parties  now 
own  more  town  banks  (although 
many  of  them  are  still  family  owned). 
Quentin  Satterfield,  senior  vice  presi- 
dent of  the  nearly  century-old  First 
C'ommuniry  National  Bank  in 
Sreelville,  Missouri  (population; 
1,600),  said  his  bank  reflects  this 
trend.  It  has  gone  from  a broader 
community  ownership  to  about  15-2.0 
shareholders  over  the  last  20  years  to 
being  primarily  family  owned  when 
one  of  the  shareholders  acquired 
enough  of  the  stock  to  have  a control- 
ling position. 

Local  community  ties  — financial, 
geographic,  and  psychological  — are 
another  unique  feature  of  town  banks. 
Congressman  Leach  explains,  “The 
banker  knows  the  community,  and  the 
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jamey  Gnifing,  senior  vice  president  of  the  Farm  Credit  System  in  Minneapolis. 


community  knows  the  banker.  That 
mutual  knowledge  generates  the  enor- 
mous amount  of  trust  necessary  to 
bring  together  the  capital  needed  to 
make  the  hank  function.  In  the  19th 
century,  it  was  a much  harder  feat  to 
accomplish,  which  is  reflected  in  the 
average  cap  ratio  being  15-Z5  percent 
versus  two  to  six  percent  nowadays.” 

These  ties  benefit  both  community 
lenders  and  borrowers.  A recent  study 
of  lending  practices  of  large  and  small 
banks  by  A.N.  Berger  and  N.H. 
Miller,  Board  of  Governors  of  the  Fed- 
eral Reserve  System;  M.A.  Petersen, 
Northwestern  University;  R.G.  Rajan, 
University  of  Chicago;  and  J.C.  Stein, 
Harvard  University  concludes  that 
town  banks  closer  to  their  borrowers 
have  a competitive  advantage  over 
out-of-town  financiers  because  of  the 
lesser  distance  that  “soft”  information 
has  to  travel  to  the  decision-makers. 

Satterfield,  a 43-year  rural  bank  vet- 
eran and  a farmer  who  with  his  brother 
raises  “some  (about  100)  cattle  because 
they  enjoy  doing  it,”  calls  that  soft 
information  “character.”  “We  know 
our  customers,  so  we  can  make  loans  to 
the  young  farmer  because  we  know  him 
and  his  family  personally.  We  know 
that  they’re  good  for  the  money  lent, 
even  though  financial  statements  might 
not  reflect  that  fact,”  he  explains. 

Statistics  from  the  USDA  Agriculture 
Economics  and  Land  Ownership  Survey 
concur:  today  banks  serve  75  percent  of 
the  youngest  farm  operators,  72  percent 
of  the  family  farmers,  and  vastly  more 
women  and  minority-owned  farms  than 
any  other  source  of  funding. 

John  Blanchfield,  director  for  agri- 
cultural and  rural  banking  at  the 
American  Bankers  Association  (ABA), 
says  that  it  is  the  town  banks  doing 
that  lending  as  the  out-of-town 
financiers,  although  very  engaged  in 
agribusiness,  tend  to  finance  second 
tier  agriculture:  the  processors, 
millers,  etc.,  who  are  once  removed 
from  the  farmer. 

These  close  community  ties  also 
benefit  the  borrowers.  To  remain  com- 


petitive, most  town  banks  now  provide 
Internet  access  and  other  services  that 
they  may  not  have  offered  if  the  out- 
of-town  financiers  did  not  exist.  There- 
fore, borrowers  get  these  services  no 
matter  which  bank  they  choose. 

In  addition,  town  banks  offer  bor- 
rowers more  downside  protection.  The 
last  big  agricultural  turmoil  occurred 
in  the  1980s,  when  after  a period  of 
increasing  real  estate  values  caused  by 
surging  inflation,  rising  farm  product 
prices,  and  expanding  farm  mortgage 
indebtedness,  inflation  dropped  and 
interest  rates  rapidly  rose.  According 
to  Jamey  Grafing,  senior  vice  president 
with  the  Farm  Credit  System  in  Min- 
neapolis, this  triggered  a major  col- 
lapse in  farmland  values. 

Grafing,  whose  office  boasts  a pic- 
ture of  his  family’s  Iowa  farm  (which 
they  have  owned  since  the  i8oos)  and 
who  was  working  for  one  of  the  out- 
of-town  financiers  during  this  period, 
recalls  the  different  reactions.  “I 
remember  my  best  friend,  whose  dad 
was  a town  banker,  telling  me  how  his 
dad  was  only  averaging  two  to  three 
hours  of  sleep  nightly,  as  he  died  a 
thousand  deaths  emotionally,”  Graf- 
ing said.  “How  could  he  not  react  this 
way,  as  those  impacted  were  his 


friends,  his  family,  and  neighbors,  in 
addition  to  it  being  his  locally-owned 
bank  that  was  losing  money?” 

Satterfield  remembers  the  1980s, 
too.  “While  the  city  banks  charged 
the  going  high  rates,  most  of  the  com- 
munity banks  tried  to  keep  lower  lids 
on  the  rates,”  he  explained.  “After 
all,  this  is  our  community,  so  we  need 
to  charge  what  works  for  both  us  and 
the  borrower.” 

As  for  Grafing’s  out-of-town 
employer,  in  response  to  their  losses 
they  closed  their  local  offices,  quitting 
Midwest  lending.  Their  reaction  was 
an  understandable  business  decision, 
given  their  geographically  larger  client 
population  perspective,  where  the 
same  rules  need  to  be  applied  to  all 
within  defined  categories  to  prevent 
fraud  and  discrimination  in  addition  to 
enhancing  the  same  branding  through- 
out the  organization.  However,  from 
the  borrower’s  perspective,  the  better 
capital  choice  was  the  more  locally 
enmeshed,  more  flexible  town  banker. 

According  to  Blanchfield,  the  1980s 
experience,  coupled  with  new  com- 
puter technologies  and  access  to  better 
information,  gave  farmers  the  sophis- 
tication to  understand  how  money/ 
banking/commerce  works. 
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Graring  agrees,  noting  that  family 
farmers  are  now  less  emotional  and 
more  pragmatic  about  viewing  their 
livelihoods  as  a business  instead  of  a 
calling.  Thus  ends  the  centuries  old 
love/hate  relationship  between  farm- 
ers and  bankers,  cured  by  experience 
and  knowledge. 

down  banking  also  differs  from  city 
banking  due  of  the  size  of  the  commu- 
nity. Blanchheld  explains  that  on  both 
II. S.  coasts  there  are  more  opportunities 
to  finance  (import/export,  manufactur- 
ing, etc.),  so  agriculture  is  only  one 
investment  choice  among  many.  The 
coasts’  larger  range  of  opportunity 
choices  also  attracts  larger  populations, 
which  means  fewer  towns  and  more 
cities.  Looking  at  the  Heartland  stretch- 
ing over  vast  terrains,  blanchfield  said 
he  thinks  the  most  profitable,  and 
sometimes  the  only,  use  of  these 
resources  is  farming. 

Grafing  adds  that  magnifying  this 
factor  is  the  Heartland’s  climate. 
“Basically,  the  Midwest  can  grow 
annual  row  crops  (corn,  soybeans. 


etc.)  and  livestock.  Compare  that  to 
the  year-round  season  available  in 
parts  of  the  South,  and  in  California. 
These  areas,  with  their  considerable 
variety  choices  (strawberries,  nuts, 
etc.)  and  full  planting  year,  have  a 
higher  value  per  acre,”  Cirafing 
explains.  “Couple  that  with  their 
close  proximity  to  large  populations 
already  present  because  of  the  size- 
able other  opportunities,  and  it's  not 
surprising  that  the  relationships  and 
the  interdependency  between  banker, 
investor,  and  borrower  change 
rapidly.” 

Diversification  also  decreases  risk, 
so  it  is  not  surprising  to  see  friendlier 
state  banking  laws  on  the  coasts 
enacted  earlier  than  in  the  Heart- 
land. The  combination  of  laws  and 
dwindling  interdependency  has 
resulted  in  town  banks  virtually  gone 
from  both  coasts. 

In  fact,  of  the  original  town  banks 
on  the  Last  Coast  that  Watt  identified 
in  his  research,  none  exist  today.  Con- 
trast that  to  Illinois,  a very  agrarian 


state  outside  of  Chicago,  that  as 
recently  as  1991  still  had  177  banks 
that  were  over  too  years  old.  Lven 
after  a decade  of  less  restrictive  Illinois 
banking  laws  that  permit  branches, 
acquisitions,  etc.,  more  than  two- 
thirds  of  those  century  banks  in  agrar- 
ian ccmimunities  still  exist. 

The  departure  of  Bank  One,  which 
had  acquired  a number  of  the  original 
century  banks  during  its  Illinois  head- 
quarters period,  temporarily  leaves 
Chicago  without  a money  center  bank 
headquartered  there.  Llowever,  for  the 
rest  of  Illinois  and  the  other  Heartland 
states,  the  town  banks’  focus  on  pro- 
viding continuing  sustenance  and 
growth  to  their  agrarian  communities 
for  the  next  100  years  is  to  them  the 
more  important  story.  HD 

Kathy  Graham  is  an  executive  search 
recruiter  specializing  in  financial  posi- 
tions who  over  the  last  20  years  has 
worked  extensively  with  agribusiness 
financial  lending,  trading,  risk  man- 
agement and  credit  positions. 
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SALT  OF  THE 


HOW  SYRACUSE  MADE  ' 

NEW  YORK  CITY  THE  CAPITAL  OF  THE  WORLD 


By  Gregory  DL  Morris 


Four  gorgeous  bank  buildings 
stand  sentinel  along  the  east  side  of 
Clinton  Square,  the  center  of  down- 
town Syracuse,  New  York.  They  tell  a 
story  that  might  humble,  just  a bit,  the 
swaggering  financiers  on  Wall  Street, 
and  revive,  just  a bit,  the  pride  of  a 
small  post-industrial  city. 

Everyone  knows  New  York  City  is 
the  financial  capital  of  the  world.  And 
some  with  a bent  to  financial  history 
know  that  it  was  the  Erie  Canal  that 
enabled  New  York  to  eclipse  Philadel- 
phia and  Boston.  But  it  was  the  early 
industrial  wealth  of  Syracuse,  as  chan- 
neled through  its  banks,  that  financed 
the  bulk  of  the  canal  project. 

More  than  a century  and  a half  after 
Governor  DeWitt  Clinton  opened  the 
canal  in  1835,  the  bank  buildings  still 
grace  the  sunrise  side  of  the  square  that 
bears  his  name.  But  the  section  of  the 
canal  through  downtown  Syracuse  has 
been  long  paved  over,  and  the  town  itself 
is  more  redolent  of  dusk  than  dawn. 

It  is  hard  to  imagine  a time  when, 
in  effect,  Syracuse  lent  New  York  City 
start-up  capital.  But  in  1792,  when  the 
Western  Inland  Lock  Navigation 
Company  was  chartered,  industry 
itself  was  just  aborning  (see  Financial 
History  issue  68,  page  20).  Natural 
salt  domes  reach  near  the  surface 
around  Syracuse.  And  part  of  the 
power  and  wealth  of  the  Onondagas, 
the  central  nation  and  Keepers  of  the 
Council  Eire  in  the  Iroquois  Confeder- 
acy, was  based  on  their  far-ranging 
trade  in  salt.  Salt  was  mined  by  tradi- 
tional digging  in  open  pits  and  shafts, 
but  also  through  solution  mining 
where  hot  water  was  pumped  into  the 


deposit,  and  the  brine  extracted  and 
processed.  That  yielded  a variety  of 
minerals  and  compounds  in  addition 
to  table  salt,  which  gave  rise  to  a small 
but  varied  chemical  sector,  which  sur- 
vives to  this  day. 

Almost  as  important  as  salt,  Syra- 
cuse was  a commodity  market  for  grain 
and  milling,  baking  and  brewing,  meat, 
dairy,  and  hides.  Today  the  American 
Midwest  and  Great  Plains  are  the 
breadbasket  of  the  world,  but  in  the 
post-colonial  period,  New  York  was 
the  breadbasket  for  the  young  republic. 

Little  wonder,  then,  that  when  Gov- 
ernor Clinton  pushed  his  canal  project, 
it  was  Syracuse  banks  that  underwrote 
the  project.  “The  state  raised  $3.5  mil- 
lion of  the  $7.2  million  in  construction 
costs,”  says  Andy  Kitzmann,  assistant 
director  and  curator  of  the  Erie  Canal 
Museum  in  Syracuse.  He  adds  that  a 
12.50  a bushel  tariff  was  levied  on  salt. 

Ground  was  broken  for  what  was 
derided  as  “Clinton’s  ditch,”  and 
“Clinton’s  folly”  on  Independence 
Day,  1817.  Showing  a good  business 
acumen,  the  state  chose  to  start  in  the 
middle,  building  sections  of  the  canal 
between  existing  trade  centers  so  that 
toll  revenue  could  be  collected  even 
before  the  entire  348-mile  project 
was  complete.  Clinton  himself 
presided  over  that  “marriage  of  the 
waters”  in  1825  by  riding  a canal 
boat  from  Buffalo  to  Manhattan  and 
pouring  a barrel  of  Lake  Erie  water 
into  the  Hudson  River. 

After  the  Civil  War,  when  construc- 
tion techniques  for  tall  buildings  had 
developed,  the  hanks  of  Syracuse 
rewarded  themselves  and  their  town 


The  Empire  State  Mills,  owned 
by  Jacob  Amos  & Sons  of  Syracuse, 
was  located  on  tbe  Erie  Canal. 


Tbe  salt  springs  in  Syracuse,  tbe  first  known 
inland  source  of  salt  in  the  United  States. 


i 1 

The  Syracuse  Weighlock,  built  in  iSyo. 


with  four  gems.  Eirst  the  handsome  but 
unpretentious  Gridley  Building  went 
up  in  t867  on  the  south  bank  of  the 
canal.  It  was  designed  by  Horatio  Nel- 
son White  of  Syracuse,  and  built  with 
structural  iron  as  well  as  masonry. 
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Red  Brick,  loo  Clinton  Square. 


Pretty  Mauls  all  in  a row  looking;  north  up 
Salma  Street,  at  the  east  end  of  Clinton  Square. 


“It  was  one  ol  the  earliest  uses  of 
skeletal  steel,”  says  Dennis  (,'onnors, 
curator  of  history  at  the  Onondaga 
Historical  Association.  The  stone  is 
Onondaga  limestone  from  a quarry  on 
indigenous  land. 

The  Ciridley  building  was  originallv 
home  to  the  Onondaga  Oounty  Sav- 
ings Bank,  chartered  in  1S55.  It  began 
life  in  the  Syracuse  House,  just  south 
across  the  street,  .•\lthough  the  Ciridley 
is  not  as  ornamental  as  the  other  build- 
ings on  the  row,  it  did  have  a very 
advanced  feature.  According  to  Kitz- 
mann  at  the  canal  museum,  the  bank 
had  a teller  window  on  the  waterway 
at  deck  level,  so  captains  could  con- 
duct business  without  having  to  moor 


hornier  Onoiidafta  Sarin^s  Bank, 
now  Cridley  Building. 


and  walk  into  the  bank.  “It  may  have 
been  the  first  drive-through  teller, 
although  it  was  really  a float-by  teller. 
.And  there  was  no  cash  machine.” 

Today  there  is  still  at  least  one 
small  bank  branch  in  the  Ciridley 
Building,  but  it  is  mostly  offices  for 
other  businesses. 

In  r 8‘’5,  a soaring  cathedral  of  com- 
merce went  up  on  the  north  bank  of  the 
canal,  the  Syracuse  Savings  Bank  Build- 
ing. It  remains  to  this  day  a major 
branch  of  Fleer  Bank,  recently  acquired 
by  Bank  of  .America,  and  is  a glory 
inside  and  out.  Joseph  Lyman  Silsbee  of 
Syracuse  designed  it  in  a style  called 
X’ictorian  (iothic  or  even  Venetian 
Ciorhic — Syracuse  was  once  called  the 
Venice  of  the  North.  In  1971,  Hall 
Ciroat  addetl  murals  to  the  interior  with 
scenes  from  the  city’s  history. 

The  two  buildings  flanking  the  great 
canal  formed  a fitting  framework  to 
the  central  square.  Just  a few  blocks 
east,  the  Oswego  Cianal  joined  the  Erie 
Cianal  at  the  Syracuse  Weighlock  — no 
different  from  truck  w'eighstations  on 
today’s  interstate  highw'ays.  Today  the 
weighlock  building  is  home  to  the  FTie 
Cianal  Museum. 

“In  Utica,  in  Rochester,  in  Buffalo, 
the  canal  is  away  from  downtown,” 
says  Connors  of’  the  historical  associa- 
tion. “But  in  Syracuse  the  canal  runs 
right  through  the  middle  of’  the  major 


civic  space.  Those  two  bank  buildings 
become  the  gateway  for  the  canal.” 

Just  to  the  north  the  Third  National 
Bank  Building  went  up  in  1886  in  the 
classic  Queen  Anne  style  so  evocative 
of  the  Gilded  Age.  Originally  just  a 
fraction  of  the  block  when  designed  by 
.Archimedes  Russell  of  Syracuse,  it  was 
expanded  seamlessly  in  1926  to  fill  its 
current  imposing  bulk.  The  striking 
ruddy  exterior  is  Trenton  pressed  brick 
and  Carlisle  red  sandstone.  Third 
National  disappeared  into  Cleveland- 
based  Key  Bank  several  decades  ago. 

The  last  of  the  four  bank  buildings 
arose  out  of  the  first.  When  Onondaga 
County  Savings  Bank  outgrew  the  Gri- 
dley  Building,  it  moved  back  across  the 
street  in  1897.  Now'  know'n  as  the 
OnBank  Building,  as  the  institution 
styled  itself  in  the  late  20th  century,  the 
restrained  Second  Renaissance  Revival 
style  designed  by  Robert  W.  Gibson  of 
.Albany  matches  the  Gridley  Building 
well.  It  also  makes  an  architectural,  if 
not  geographic,  parenthesis  for  the 
northerly  tw'o,  more  exuberantly 
designed  buildings.  In  193  i,  local  artist 
William  T.  Schwartz  added  a zodiac 
mural  as  well  as  almost  a dozen  scenes 
from  regional  history  to  the  interior. 

OnBank  hung  rough  as  an  indepen- 
dent institution  for  101  years  after  its 
last  building.  .And  when  it  was 
acquired  in  1998,  it  w'as  by  Buffalo- 
based  MNT  Bank.  That  acquisition 
could  serve  as  an  allegory  for  Upstate 
New  't’ork's  fortunes.  Having  suffered 
the  worst  of  rust-belt  dissipation  and 
decay,  the  business  and  industrial 
heartland  of  the  Fdnpire  Stare  is  redis- 
covering its  dow'ntowns  and  reviving 
its  economy  from  within.  Which  is 
only  fitting,  because  the  banks  of  Syra- 
cuse and  the  banks  of  the  F.rie  Canal 
are  where  it  all  starred.  Dn 

Gregory  DL  Morris  is  an  actiue  mem- 
ber of  the  Museum's  editorial  hoard, 
and  is  editor  of  The  Green  magazine, 
a multi-cultural  sports  and  lifestyle 
publication.  He  can  he  reached  at 
gdlm@strongpotions.com. 
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THE  LIFE  OF 
THE  PARTY 


PAYING  FOR  POLITICAL  CONVENTIONS 


“It’s  a corporate  carnival.  They  take  the  taxpayer  money  and  guzzle  the  corporate  wine  and  whiskey. 
Where  are  the  small  farmers?  Where  are  the  ghetto  representatives?  The  regular  people  of  this 
country  don’t  have  hospitality  suites.” 

— Consumer  activist  and  political  candidate  Ralph  Nader' 


By  Claudia  La  Rocco 

San  Diego  was  in  convention 
HEAVEN,  chosen  by  President  Nixon 
as  the  city  where  he  would  accept  the 
Republican  Party’s  nomination  for  his 
second  term  in  the  White  House.  With 
just  months  to  go  before  the  party’s 
national  political  convention  rolled 
into  town,  the  city  was  in  the  final 
stages  of  planning  for  the  massive 
event,  the  political  equivalent  of  the 
Olympics  and  one  that  city  officials 
hoped  would  catapult  San  Diego  onto 
the  big  stage. 

Then,  in  May  of  1972.,  just  90  days 
before  the  convention,  the  Republican 
National  Committee  (RNC)  stunned 
the  city  with  a last-minute  vote  that 
sent  the  party’s  convention  to  Miami. 
The  official  reasons  given  included 
everything  from  labor  troubles  to  high 
costs  to  Vietnam  War  protesters.  But 
there  was  another,  more  compelling 
issue  that  the  RNC  chose  not  to  high- 
light: scandal. 

On  February  29,  1972,  syndicated 
columnist  Jack  Anderson  quoted  a 
June  25,  1971  memo  by  International 
Telegraph  Sc  Telephone’s  (ITT)  Wash- 
ington lobbyist  Dita  Beard  to  ITT  Vice 
President  W.  R.  Merriam,  tying  the 
company’s  $400,000  donation  to  the 
GOP  convention  through  its  subsidiary, 
Sheraton  Corporation  of  America,  to 
an  antitrust  case  against  ITT.  The  July 


ican  National  Convention  by  Fmitklin  McMahon. 
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^i,  1971  announcement  that  the  case 
had  been  settled  out  of  court  by  the 
Nixon  Administration  came  less  than 
10  days  after  the  RNC  voted  to  hold 
their  convention  in  San  Diego  — where, 
of  course,  certain  GOP  events  would  be 
held  at  the  San  Diego  Sheraton. 

Both  ITT  and  the  government 
denied  collusion  in  the  wake  of 
Anderson's  column,  but  the  damage 
had  been  done.  It  would  be  another 
quarter  of  a century  before  the 
Republicans  returned  to  San  Diego.  In 
the  meantime,  larger  scandals  like 
Watergate  would  prompt  the  govern- 
ment to  create  stricter  campaign 
finance  rules,  hoping  to  ensure  a cli- 
mate in  which  such  political  corrup- 
tion could  no  longer  flourish. 

The  Early  Years  of 
Political  Conventions 

For  more  than  1 50  years,  .American 
political  parties,  through  their  delegates, 
have  used  political  conventions  to 
ch(X)se  their  candidates  for  president 
and  vice  president,  and  to  create  a plat- 
form expressing  the  positions  of  the 
party  to  be  used  during  campaigns.  The 
first  national  political  convention  was 
held  in  Baltimore  in  1831  by  the  Anti- 
.\lasonic  Party.  The  DemcKrats  followed 
suit  the  next  year  in  Baltimore  (an  early 
convention  favorite),  and  the  Republi- 
cans held  their  first  convention  in 
Philadelphia,  in  1856.  Today,  Americans 
arc  used  to  gaudy,  made-for-television 
conventions,  tightly  scripted,  expensive 
events  complete  with  screaming  audi- 
ences, celebrities  and  balloon-covered 
galas.  In  their  early  years,  conventions 
were  much  more  modest  affairs,  con- 
ducted in  small  buildings  — even 
churches  — in  centrally-located  cities 
and  sometimes  attended  by  only  a few 
hundred  delegates  and  small  audiences. 
Still,  almost  from  the  beginning,  busi- 
nesses have  recognized  the  opportunity 
represented  by  these  political  parties. 

As  Craig  Sautter  and  Kdward  Burke 
note  in  Inside  the  Wigti’iini:  Chicago 
Presidential  Conrentions  7^60-/996, 


Chicago’s  first  national  convention,  in 
1847,  drew  ^,000  delegates  from  Z9 
states  — including  Whig  lawmaker 
Abraham  Lincoln  — who  met  in  a can- 
vas tent  at  city  hall,  where  they  were 
feted  by  parades  and  local  bands. 
Hoping  to  advance  development  in 
the  area,  the  convention  (the  first  of 
Z5  that  have  thus  far  been  held  in 
Chicago)  pressed  Congress  and  Presi- 
dent Polk  to  bankroll  Northwestern 
waterway  improvements. 

As  the  nation  grew,  and  advances  in 
transportation,  technology  and  com- 
munications altered  the  political  land- 
scape, conventions  evolved  from 
quiet,  party  affairs  to  the  spectacles 
we  now  see.  According  to  Sautter  and 
Burke,  by  1996  Chicago’s  convention 
trade  had  ballooned  into  a $i  billion  a 
year  business. 


Charting 

Corporate  Contributions 

It’s  difficult  to  know  how  large  a role 
businesses  have  historically  played  in 
funding  national  conventions.  Because 
the  government  has  only  recently 
required  fiscal  disclosure  from  the 
political  parties,  exact  numbers  are 
unavailable.  But  as  Herbert  Alexander 
writes  in  Pinancing  Politics:  Money, 
Pdections  and  Political  Reform,  “For 
many  years,  hotels,  restaurants,  and 
transportation  companies  servicing 
the  host  city  made  donations  — which 
were  considered  legitimate  busine.ss 
expenses  — to  nonpartisan  ct)mmittees 
that  guaranteed  the  financial  bids 
needeil  to  attract  a convention  to  a 
particular  city.  These  funds  were  u.sed 
to  help  the  city  pay  for  the  additional 
services  required  by  such  a tremen- 
dous gathering.” 

Certainly,  the  generosity  of  many 
contributing  businesses  stemmed  at 
least  in  part  from  civic-mindedness.  But 
political  influence  and  profit  also  had 
roles  to  play.  In  The  Vanishing  Voter: 
Public  Involvement  in  an  Age  of 
Uncertainty,  Thomas  Patterson  notes  a 
1952  RCA  ad  hoping  to  profit  from  the 


populatin'  of  conventions.  First  tele- 
vised in  1940,  nenvork  coverage  of  the 
conventions  drew  enthusiastic  audi- 
ences; by  1952,  the  average  household 
watched  for  an  astonishing  25  hours. 
“Buy  a television,  watch  the  conven- 
tions,” the  RCA  ad  smartly  urged. 

Advertising,  apparently,  is  a two- 
way  street.  Both  the  Republican  and 
Democratic  parties  supplemented  cor- 
porate contributions  through  various 
means,  including,  according  to 
Alexander,  the  publication  of  qua- 
drennial convention  books,  a tradition 
begun  by  President  Franklin  D.  Roo- 
sevelt. By  charging  an  average  of 
$5,000  an  advertising  page,  the  par- 
ties could  turn  a handy  profit. 

But  why  stop  at  $5,000?  In  1964, 
the  Democrats  used  their  convention 
book  to  honor  the  late  President 
Kennedy,  thus  justifying  a $i  5,000  fee 
per  advertising  page — a price  rag  that 
led  to  an  estimated  $1  million  profit. 
Nor  to  be  outdone,  the  Republicans 
prepared  their  own  commemorative 
book.  Congress:  The  Heartbeat  of 
Government,  charged  $10,000  a page 
and  raised  $250,000.  The  Democrats’ 
next  effort  netted  them  $600,000. 

Criticism  from  Congress  and  the 
media  halted  the  fundraising  arms 
race  with  a 1 966  ban  on  corporate  rax 
deductions  for  such  advertisements  in 
political  programs  — that  is,  until 
1968,  when  the  law  was  altered  to 
exempt  political  convention  books 
from  the  ban.  As  has  often  seemed  the 
case,  political  conventions,  and  those 
seeking  to  curry  political  favor 
through  contributions,  were  granted  a 
loophole  that  allowed  money  to  flow 
freely.  Throughout  the  following 
decades,  such  exemptions  would  con- 
tinue to  ensure  corporate-bankrolled 
conventions. 

The  Age  of  Regulation 
and  Soft  Money 

Rocked  by  the  Watergate  scandal, 
Washington  turned  its  attention 
toward  campaign  finance  reform  in 
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Mayor  Richard  Daley  Responding  to  Abraham  Ribicoff  at  the  Democratic  Convention  in  Chicago  by  Franklin  McMahon,  1^68. 


the  1970S.  In  1974,  President  Ford 
signed  a Congressional  bill,  the  Fed- 
eral Election  Campaign  Act  (FECA), 
which  set  various  spending  and  contri- 
bution limits  and  created  the  Eederal 
Election  Commission  (EEC).  Seeking 
to  free  political  parties  from  special 
interest  contributions,  the  FECA  pro- 
vided public  funds  for  financing  the 
national  political  conventions.  The 
original  grant  of  $z  million,  first  made 
available  in  1976,  has  risen  through 
the  years  to  reflect  cost  of  living 
increases  — and,  as  Alexander  notes, 
at  a rate  that  exceeds  the  presidential 
candidates’  actual  campaigns.  For  the 
2004  conventions,  according  to  the 
Campaign  Finance  Institute  (CFI), 
each  party  had  approximately  $15 
million  at  their  disposal. 

While  law  prevents  the  parties  from 
further  expenditures,  regulations  do 
not  cover  private  host  committees, 
city  municipal  funds  financed  by  busi- 


nesses, and  local  and  state  public 
agencies.  According  to  a September 
22,  2003  CFI  report.  Task  Force  on 
Presidential  Nomination  Financing, 
“Such  benefits,  which  are  considered 
‘in-kind  contributions’  to  the  party 
convention  committee,  are  permitted 
because  they  are,”  in  the  FEC’s  words, 
“presumably  not  politically  motivated 
but  are  undertaken  chiefly  to  promote 
economic  activity  and  good  will  of  the 
host  city.”  Predominantly  private  host 
committee  and  municipal  fund  spend- 
ing on  party  convention  costs  is  said 
to  be  ‘a  very  narrow  exception’  to  the 
expenditure  limits  accompanying  fed- 
eral convention  subsidies.” 

As  CEI  documents,  at  first  these 
additional  moneys  did  represent  a 
relatively  narrow  exception.  In  1980, 
for  example,  $4.4  million  in  federal 
funds  were  provided  to  the  Democra- 
tic convention  in  New  York  City  and 
the  Republican  convention  in 


Detroit.  In  addition,  local  and  state 
government  expenditures  (as  direct 
spending  and  through  host  commit- 
tees) totaled  $8  million  in  New  York 
and  $5.2  million  in  Detroit.  Private 
contributions  through  committees  and 
municipal  funds  totaled  $.4  million 
for  the  Democrats  and  $.7  million  for 
the  Republicans.  In  all,  private  contri- 
butions equaled  just  13  percent  of  the 
federal  grant  money.  Over  the  years, 
however,  these  two  figures  have  flip- 
flopped.  By  1996,  with  the  GOP  back 
in  San  Diego  and  the  Democrats  in 
Chicago,  private  contributions 
equaled  155  percent  of  the  $12.4  mil- 
lion in  federal  funds  each  party 
received.  For  the  2004  conventions, 
private  contributions  accounted  for 
approximately  333  percent  of  the  $15 
million  each  party  received,  or  $64 
million  for  the  Republicans  in  New 
York  City  and  $36  million  for  the 
Democrats  in  Boston. 
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Not  surprisingly,  many  of  these 
contributions  — especially  the  million- 
dollar  ones  — are  not  being  made  by 
local  mom-and-pop  stores.  Over  the 
past  30  years,  rule  changes  have  made 
it  easier  for  large  companies  to  give  to 
the  conventions.  In  a key  i994 
change,  the  FEC  eliminated  a dona- 
tion restriction  that  allowed  only 
“local,  retail”  businesses  to  contribute 
to  the  host  committees,  and  only  in 
proportion  to  expected  financial  bene- 
fits. With  this  roadblock  removed,  and 
with  further  loosening  of  the  regula- 
tions in  1996,  global  corporations 
flooded  the  conventions  with  welcome 
contributions. 

“The  whole  fundraising  ethic  of 
soft  money  invaded  the  conventions,” 
said  Steve  Weissrnan,  CFFs  .Associate 
Director  for  Policy.  “It  became  a 
means  of  building  up  conventions 
more  and  more,  a means  of  providing 
an  environment  in  which  parties  did 
their  own  fundraising  and  businesses 
cultivated  politicians.  There's  no  other 
place  for  corporate  or  union  money  to 
go  except  to  the  conventions.” 

For  the  2.000  conventions,  for 
example,  donors  of  Si  million  or 
more  included  .ATiNT  and  (leneral 
•Motors  (both  of  whom  gave  to  the 
(lOP’s  Philadelphia  convention  and 
the  Democrats’  Los  Angeles  conven- 
tion), .Microsoft  and  SunAmerica  for 
the  Democrats  and  (.'omcast  and  Bell 
Atlantic  for  the  Republicans.  While 
the  parties  themselves  cannot  take 
corporate  cash  suhsidies  (though  they 
can  accept  such  things  as  plane  tickets 
and  Internet  services)  the  host  com- 
mittees are  free  to  accept  unlimited, 
tax-deductible  contributions.  Fop 
donors  arc  given  V'lP  treatment  and 
exclusive  access  to  party  officials. 
Their  gifts  finance  everything  from  the 
outhtting  of  the  convention  hall  to 
delegate  gift  bags. 

Have  Money,  Will  Spend 

Even  the  most  exuberant  planner  can 
only  spend  so  much  on  goody  bags. 


Some  of  the  reasons  for  the  spiraling 
costs  of  conventions  are  clear.  Secu- 
rity, for  example,  has  become  an 
increasing  concern,  wirb  cities  deploy- 
ing considerable  police  forces  to  pre- 
vent violent  protests  or  assassination 
attempts.  In  the  wake  of  the  Septem- 
ber II,  2001  attacks,  these  costs  will 
only  increase,  particularly  with  the 
government  issuing  terror  alerts  tying 
the  threat  of  future  attacks  with  large 
events  in  .American  society. 

.Another  factor  has  been  the  decline 
of  network  television  interest  in  the 
conventions  at  a time  when  the  conven- 
tions have  become  little  more  than 
political  ads  used  to  jumpstart  the  par- 
ties’ respective  candidates.  .Much  has 
changed  since  RC.A  used  the  conven- 
tions as  a marketing  tool  in  1952.  In 
2000,  according  to  Patterson,  the  three 
major  networks  dedicated  just  five 
hours  of  coverage  to  each  convention, 
with  the  average  household  watching 
only  three  hours,  a new  low.  Desperate 
to  make  an  impact  on  an  increasingly 
disinterested  citizenry,  planners  spend 
huge  sums  on  media  campaigns,  hoping 
to  produce  slick,  made-for-TV  conven- 
tions that  will  keep  viewers’  hands 
away  from  their  remotes. 

Where,  exactly,  the  rest  of  the  money 
goes  remains  slightly  unclear;  host  com- 
mittees have  to  fill  out  forms  disclosing 
how  they  spend  their  funds,  but,  as 
Weissrnan  pointed  out,  these  forms 
offer  only  vague  outlines.  For  example, 
they  can  allot  a certain  amount  of 
money  for  computers,  bur  not  tell  what 
function  the  computers  served. 

What  is  clear  is  that,  without  regu- 
latory changes,  as  CTl  advocates,  con- 
vention contributions  will  continue  to 
increase. 

“Under  the  old  rules  there  was 
restraint.  But  as  laws  changed  and 
more  and  more  networks  declined  to 
broadcast  the  conventions,  the  party 
leaders  said  ‘Look,  we’ve  got  to  jack 
this  up,  make  it  gaudy,  have  big  media 
centers  and  more  parries,  better  par- 
ties,”’ Weissrnan  said.  “Now,  there’s 
no  restraint.”  DD 
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The  Baron  of  Hobcaw 


By  Sanford  J.  Mock 

In  1521  AND  1566,  the  Spanish 
tried,  unsuccessfully,  to  establish 
and  maintain  new  world  colonies  in 
South  Carolina.  Then  the  French 
failed.  The  English  followed,  and 
more  than  a century  later,  in  1669, 
John  Locke,  the  famous  philoso- 
pher, created  “The  Grand  Model” 
for  nine  sections,  or  baronies,  of 
South  Carolina. 

These,  King  Charles  II  gave  or  sold  to 
his  favorites  in  the  royal  game  of  power, 
politics,  and  business.  A neck  of  land 
between  the  Waccamaw  River  and  the 
Atlantic  Ocean,  13,970  acres,  went  to 
Lord  John  Cartaret.  The  property  was 
called  Hobcaw,  an  Indian  word  mean- 
ing “between  the  waters.”  Lord  Cartaret 
thus  became  the  first  Baron  of  Hobcaw. 

Last  forward  to  1905,  when  the 
barony  was  acquired  for  about 
$20,000  by  Bernard  M.  Baruch,  then 
35  and  wealthy,  already  a Wall  Street 
legend.  Why  was  a sophisticated, 
worldly  New  Yorker  drawn  to  this 
ancient  rice  plantation? 

Deep  are  the  roots,  and  Baruch’s 
roots  grew  in  Camden,  South  Car- 
olina, a town  of  2,000  people,  where 
he  was  born  in  1870.  His  father, 
Simon,  a German  immigrant,  was  an 
esteemed  country  doctor,  who  pro- 
vided care  for  black  and  white  alike. 
The  family- mother  Isabelle  and  four 
sons-lived  in  a modest  house  on  three 
acres,  which  Dr.  Baruch  treated  like  an 
experimental  farm. 

Young  Bernard  grew  up  like  other 
small-town  country  boys,  enjoying  the 
outdoors,  with  its  pleasures  of  hunting 
and  fishing. 


“As  a boy,”  he  describes  himself,  “I 
was  shy  and  fearful,  with  a dread  of 
speaking  in  public...  I was  fat,  freckle- 
faced, and  relatively  short-and 
inevitably  seemed  to  get  licked  in  every 
scrap.  The  humiliation  of  being  beaten 
did  not  improve  my  self-confidence  or 
my  temper.”  Before  he  was  ii,  the 
family  moved  to  New  York,  where 
Isabelle  thought  her  husband,  though 
much  admired  in  Camden,  would  have 
far  more  opportunity. 

There  were  no  public  high  schools  in 
New  York  at  the  time,  and  Bernard 
entered  tuition-free  the  City  College  of 
New  York  at  age  14.  (The  mayor 
would  appoint  him  a Trustee  in  1910). 
He  was  not  a good  student,  but  he  was 
an  avid  reader  with  a good  memory.  He 
might  have  been  a short,  fat,  and  freck- 
led child,  but  that  changed  dramati- 
cally in  his  late  teens.  Bernie  grew  to  six 
feet,  four  inches  and  170  pounds, 
broad-shouldered  and  muscular.  He 
was  athletic  and  handsome  and  had  a 
natural  ability  to  draw  people  to  him. 
As  Broadway  producer  Billy  Rose  said, 
he  had  an  “utter  genius  for  friendship.” 

Baruch  got  started  on  Wall  Street  in 
1891,  with  a job  as  an  office  boy  and 
runner.  His  employer  was  the  firm  of 
A. A.  Housman,  and  the  salary  was  $5  a 
week.  This  new  world  was  fascinating 
to  Baruch.  The  speed  of  transactions, 
the  volatility  of  price  movements,  the 
mystique  of  the  wealthy  players,  the 
potential  for  swift  gain  — or  loss — all 
this  captivated  the  novice.  With  what 
little  money  he  could  accumulate,  he 
speculated.  These  were  days  of  maxi- 
mum leverage.  With  only  a 10  percent 
cash  down  requirement,  even  the  impe- 
cunious could  play  at  stocks  and  bonds. 


Bernard  M.  Baruch 


Trading,  not  investing,  was  his 
milieu.  The  short  side  appealed  to 
him,  that  is,  selling  borrowed  stock  in 
the  expectation  of  it  declining,  then 
buying  it  back,  “covering,”  at  a lower 
price.  The  differential  would  be  his 
profit- or  loss,  if  he  bought  back  at  a 
higher  price. 

In  due  course,  Baruch  was  pro- 
moted to  “customer’s  man,”  a 
euphemism  for  stock  broker.  While  he 
would  speculate  wildly  in  his  own 
account,  Bernie  was  fastidiously  con- 
servative with  his  customers’  money. 
The  word  “speculate”  comes  from  the 
Latin,  and  it  means  “to  spy  out  and 
observe.”  That  was  his  gift,  the  ability 
to  “spy  out”  the  investment  environ- 
ment, and  observe  the  conditions  of  a 
specific  situation,  with  more  acuity 
than  others. 

Baruch  acquired  a girlfriend,  Annie 
Griffin,  from  a family  of  means  and 
some  social  position.  With  his  first  big 
market  hit,  he  proposed  to  her.  He  had 
made  $60,000  in  American  Sugar 
Refining,  a fortune  and  enough  for 


Financial  History  ~ Fall  2004 


24 


WWW.FINANCIALHISTOKY.ORG 


SUjJO'J 


them  to  marry.  Parents  on  both  sides, 
but  particularly  Mr.  Griffin,  took  a 
dim  view,  because  Bernie  was  Jewish 
and  Annie  was  Episcopalian.  Never- 
theless, the  couple  was  married  in  her 
home  by  a minister. 

Baruch’s  reputation  in  financial  cir- 
cles grew,  and  in  1903  he  left  Haus- 
man  and  went  into  business  for  him- 
self as  a broker  and  investment 
banker.  He  developed  a relationship 
with  the  enormously  wealthy 
Guggenheim  family,  whose  mining 
and  metal  interests  were  valued  at  a 
half  billion  dollars.  Baruch  became 
their  chief  negotiator  and  tactician, 
and  patriarch  .Meyer  Guggenheim 
became  a patient  of  Dr.  Baruch. 

“Baruch  has  done  wonderful  things 
in  the  relatively  few  years  he  has  been 
in  Wall  Street,"  said  a newspaper  arti- 
cle, "and  in  the  opinion  of  the  men 
who  know,  he  has  attained  a position 
and  reputation  for  shrewdness,  fore- 
sight, and  nerve...  It  will  be  well  to 
watch  Baruch...  He  will  be  heard  from 
many  ways  in  the  future.” 

Indeed  he  was  heard  from  in  the 
titanic  struggle  between  |.  P.  .Morgan 
and  James  J.  Hill  on  one  side,  and  H. 
H.  Harriman  on  the  other,  for  control 
of  the  Northern  I’acific  Railrt)ad.  The 
rivals  bought  up  all  the  available 
stock,  “squee/ing”  the  many  short 
sellers.  That  is,  the  shorts  could  not 
buy  back  enough  stock  tt)  meet  the 
one-day  delivery  requirement.  They 
had  sold  and  they  had  to  deliver  to 
the  buyers.  A famous  line  by  specula- 
tor Daniel  Drew  describes  the 
predicament.  "He  who  sells  what 
isn’t  his’n,  buys  it  back  or  goes  to 
pris’n."  .Many  faced  ruin.  The  price 
of  Northern  Pacific  went  from  114 
on  a Monday  to  1,000  on  Thursday, 
as  desperate  shorts  paid  exorbitant 
prices  to  obtain  the  stock  they  were 
being  forced  to  deliver. 

To  prevent  a major  financial  melt- 
down, Morgan  and  Harriman  finally 
reached  a settlement.  They  permitted 
the  shorts  to  buy  in  at  i 50.  Illustrative 
of  Baruch’s  special  market  sense  is 


that  he  had  sold  short  many  other 
major  stocks.  He  reasoned  that  dis- 
tressed Northern  Pacific  shorts  would 
have  to  sell  other  holdings  to  raise 
cash  to  meet  their  Northern  Pacific 
losses.  The  overall  market  did  fall 
sharply,  and  Baruch  bought  back  his 
short  sales  at  much  lower  prices.  He 
declared  it  the  biggest  one-day  profit 
of  his  career.  "Wealth  commenced  to 
pour  in  on  me,’’  he  said  at  the  turn  of 
the  century. 

By  the  rime  he  became  the  Baron  of 
Hobcaw  in  1905,  his  assets  were  esti- 
mated at  Sio  million.  So  the  purchase 
of  the  barony  for  $2,0,000  as  a retreat, 
plus  5,000  acres  he  added  later,  was 
no  hardship.  The  total  investment  was 
$5  5,000.  It  included  a planter’s  home 
called  "The  Old  Relic,"  a rice  mill, 
remnants  of  a Givil  War  fort,  cemeter- 
ies, and  three  small  villages  inhabited 
by  former  slaves  or  tbeir  descendants. 

The  Old  Relic  became  the  Baruch 
winter  home  until  it  burned  to  the 
ground  during  the  family’s  traditional 
Ghristmas  gathering  in  1929.  Baruch 
rebuilt  a 10  bedroom  Georgian  colo- 
nial structure,  with  high  white 
columns,  tall  windows,  and  a broad 
porch.  Giiant  live  oak  trees  covered 
with  Spanish  moss  surrounded  the 
building,  now  called  “Friendfield 
House."  Deer  were  plentiful,  but 
Baruch  did  not  like  shooting  them. 
Bird  hunting  was  his  game.  He 
describes  his  barony  with  reverence. 

"1  have  hunted  in  Scotland, 
Chechoslovakia,  and  Ganada,  but 
never  in  my  travels  did  I ever  come 
upon  a place  U)  compare  with  Hob- 
caw...for  the  abundance  and  variety 
of  its  game.  C')ur  bays  and  rivers 
abounded  with  sea  bass,  mullet,  floun- 
der, sheepshead,  whiting,  bluefish,  and 
shad...  In  the  early  years,  when  I first 
owned  the  place,  we  caught  wildcats 
and  otter.  There  were  also  a few  bears, 
bur  they  long  ago  disappeared.  But 
first  and  foremost  Hobcaw  was 
known  for  its  ducks...  1 believe  there 
was  no  better  place  for  duck  shooting 
in  the  whole  United  States.’’ 


A major  attraction  of  Hobcaw  for 
Baruch  was  its  isolation.  He  would 
not  permit  a telephone  in  the  house. 
•Mail  and  telegrams  were  brought 
from  Georgetown,  South  Carolina 
twice  daily. 

For  over  50  years,  Hobcaw  became 
the  vacation  destination  of  the  rich 
and  famous  from  business,  govern- 
ment, the  arts,  rbe  military,  and  the 
press.  Gregarious  Baruch  loved  to 
show  off  his  domain,  and  an  invita- 
tion for  a few  days  at  Hobcaw  was  a 
treasure.  The  guests  were  mostly  men 
who  enjoyed  duck  hunting.  An  excep- 
tion was  Clare  Booth  Luce,  one  of 
Bernard’s  closest  women  friends,  who 
hunted  with  the  men.  He  encouraged 
her  playwriting  and  introduced  her  to 
.Max  Gordon,  who  produced  her  hit, 
“The  Women.”  Hobcaw  was  primar- 
ily Bernard’s  citadel,  while  New  York 
was  wife  Annie’s  headquarters. 

There  were  three  children.  Belle  was 
born  in  1899,  Bernard  Jr.  in  1903,  and 
Renee  in  1905.  When  Belle  was  refused 
admission  to  a private  school,  Baruch 
was  convinced  it  was  because  he  was 
Jewish.  “That  really  was  the  bitterest 
blow  of  my  life,  because  it  hurt  my 
child  and  embittered  my  whole  life  for 
many  years  afterward...  1 will  forgive 
any  man  anything  he  does  to  me,  but 
why  make  little  children  suffer?” 

On  the  strength  of  wife  Annie’s 
Protestant  social  credentials,  the 
Baruchs  were  admitted  to  the  Social 
Register  in  1905,  a dubious  privilege 
nor  accorded  other  Jewish  financial 
giants,  like  the  Cniggenheims,  War- 
burgs, Schiffs,  or  Seligmans.  Baruch’s 
reputation  on  Wall  Street  continued  to 
grow.  The  press,  which  he  assiduously 
cultivated,  attributed  to  him  an  exag- 
gerated degree  of  control  and  power. 
The  New  York  World  described  bim  as 
the  “recognized  leader  in  all  great  spec- 
ulative movements  in  Wall  Street.”  The 
Charlston  Post  printed  a picture  of  the 
financier  with  pince-nez,  high  collar, 
and  mustache.  “The  Stock  Exchange 
contains  no  more  spectacular  character 
than  Bernard  M.  Baruch.” 
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Note  handwritten  by  Bernard  Baruch  on  “Little  Hobcaw”  stationary,  1955. 


The  exact  size  of  Baruch’s  fortune  is 
controversial.  In  1917,  it  was  esti- 
mated to  be  between  $io-$25  million. 
For  certain,  he  was  “comfortable,” 
and  he  decided  then  to  enter  public 
service.  He  began  by  buying  his  way 
with  donations,  not  the  least  of  which 
was  a follow-up  gift  of  $35,000  to  the 
second  Wilson  campaign  in  1916. 

As  early  as  1915,  a year  after  the 
murder  of  Archduke  Ferdinand 
ignited  the  powder  trail  that  exploded 
into  World  War  I,  Baruch  champi- 
oned the  idea  of  American  military 
readiness.  Newspapers  and  magazines 
began  to  quote  his  views  on  prepara- 
tion for  industrial  mobilization. 
Baruch  presented  his  ideas  to  William 
Gibbs  McAdoo,  the  Secretary  of  the 
Treasury,  who  in  turn  passed  them  on 
to  his  father-in-law.  President  Wilson. 
The  president  invited  the  financier  for 
his  first  visit  to  the  White  House,  and 
a few  months  later  he  wrote  Baruch 
about  their  talk  on  mobilization.  “I 


remember  the  stimulation  I received 
from  our  conversation  about  the  mat- 
ter, and  it  has  ever  since  been  at  the 
front  of  my  thoughts...  I heartily 
value  your  generous  interest  and 
cooperation.” 

The  United  States  entered  the  war 
in  April  1917.  A War  Industries  Board 
was  created  whose  job  it  was,  in  the 
words  of  the  president,  to  “act  for  the 
benefit  of  all  the  supply  departments 
of  the  government...  to  guide  and 
assist...  in  the  allocation  of  contracts, 
in  obtaining  access  to  materials...  to 
determine  what  is  to  be  done  when 
there  is  any  competitive  or  other  con- 
flict of  interest  between  departments 
in  the  matter  of  supplies.” 

President  Wilson  chose  Baruch  to 
chair  the  Board  of  750  prominent 
members.  The  financier  was  a popular 
choice,  but  he  had  his  detractors. 
Colonel  Edward  House,  the  presi- 
dent’s closest  advisor,  confided  to  his 
diary,  “I  do  not  believe  the  country 


will  take  kindly  to  having  a Hebrew 
Wall  Street  speculator  given  so  much 
power.”  House  was  wrong.  Though 
he  had  no  executive  management 
experience,  Baruch  proved  a highly 
effective  leader  who  elicited  coopera- 
tion across  the  industrial  spectrum. 

To  avoid  any  possible  conflicts  of 
interest,  the  financier  sold  his  Stock 
Exchange  seat  and  most  of  his  com- 
mon stock.  His  money  went  into  U.S. 
Treasury  bonds.  He  did  keep  a few 
mining  securities  which  were  unmar- 
ketable. These  included  the  Guggen- 
heim venture.  Gulf  Sulphur  (later 
Texas  Gulf  Sulphur).  By  holding  this 
stock  through  the  war  years,  he  even- 
tually sold  it  for  his  largest  profit  on 
any  one  investment,  $2  million. 

I Baruch  regarded  his  experience 
during  World  War  I,  when  he  was 
.0^  in  his  late  40s,  as  the  most  rewarding 
"7  of  his  life.  He  moved  into  the  Shore- 
g'  ham  Hotel  in  Washington,  sans 

I wife  and  children.  Since  he  was  usu- 

u 

ally  the  tallest,  best-looking,  and 
richest  man  in  any  company,  he  was 
sought  after  socially.  While  always 
professing  to  a happy  marriage,  he 
unquestionably  had  a penchant  for 
pursuit  of  lovely  ladies. 

As  an  advisor  to  President  Wilson, 
Baruch  went  to  Paris  to  help  negotiate 
the  peace  in  1919.  He  turned  down  an 
offer  to  succeed  William  McAdoo  as 
Secretary  of  the  Treasury  with  the  lame 
excuse  that  as  a Jew  and  a speculator, 
he  could  have  been  an  embarrassment 
to  the  administration.  Nevertheless,  he 
remained  the  president’s  friend.  In 
Paris  he  worked  with  Herbert  Hoover, 
another  economic  advisor. 

The  allied  nations  were  obsessed 
with  punitive  intent  towards  Ger- 
many. John  Foster  Dulles,  a 31- 
year-old  lawyer,  presented  the  case 
that  President  Wilson  wanted  resti- 
tution “for  all  damage  done  to  the 
civilian  populations  of  the  Allies 
and  their  property  by  the  aggres- 
sion of  Germany  by  land,  by  sea, 
and  from  the  air.”  Baruch  feared 
that  the  victors  would  demand 
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more  than  Germany  could  possibly 
repay.  He  thought  they  were  capa- 
ble of  returning  $12  to  Si  5 billion. 
Economist  John  Maynard  Keynes 
opined  they  could  do  a little  more. 
A former  director  of  the  Bank  of 
England  recommended  reparations 
of  Si  20  billion,  and  the  French 
talked  about  S200  billion,  to  which 
Baruch  retorted,  “Let’s  all  take  a 
trip  to  the  moon.” 

“I  do  not  wish  in  any  way  to  express 
sympathy  for  Germany,  nor  to  lessen 
her  burdens;  for  she  should  be  made  to 
pay  everything  she  can  pay,  and 
brought  to  a full  realization  of  the  crime 
she  has  committed  against  civilization, 
but  it  would  be  a great  mistake  to 
promise  the  already  over-burdened  tax- 
payer of  the  .AsstK'iated  Governments 
with  the  hope  of  a payment  which  will 
never  be  collected,”  he  said. 

In  the  end,  no  compromise  was 
reached,  and  the  Reparations  Gommis- 
sion  was  a failure.  Germany  hyper- 
inflated,  Nazism  was  born,  and 
Deutschland  finally  repaid  about  S5  bil- 
lion, half  of  it  borrowed  from  the  U.S. 

Formally  clad  in  cutaway  coat, 
striped  pants  and  top  hat,  Baruch 
attended  the  signing  of  the  peace 
treaty  on  June  2S,  1921  in  the  Hall  of 
Mirrors  at  the  Palace  of  Versailles. 
The  next  day  the  presidential  party 
sailed  for  .New  York,  where  they  were 
escorted  into  the  harbor  by  five  battle- 
ships and  40  destroyers. 

Now  51,  Baruch  visited  President 
Wilson  in  the  White  House  to  tell 
him  of  his  plans.  The  Chicai’o  Tri- 
hittie  got  the  story.  “1  am  through 
with  public  life  and...  as  to  a return 
to  Wall  Street...  never  again.  1 was  a 
gambler  once...  but  1 am  through.” 
Both  declarations  were  short  lived.  It 
is  true,  however,  that  the  financier 
did  not  again  attain  the  kind  of 
power  and  importance  that  he  held  in 
the  Wilson  administration.  Nor  did 
he  enjoy  the  same  level  of  friendship 
with  future  presidents. 

Still,  he  knew  them  all:  Harding, 
Coolidge,  Hoover,  Roosevelt,  Tru- 


man, Eisenhower,  and  Kennedy. 
Baruch  consciously  made  the  effort  to 
project  the  image  of  himself  as  “advi- 
sor to  presidents.”  He  sent  letters  to 
the  various  White  Flouse  occupants 
offering  counsel.  Sometimes  it  was 
heeded.  He  shared  his  views  with  the 
press,  and  through  them  the  public. 
No  published  story  about  him  would 
go  unrewarded  without  a friendly  let- 
ter of  acknowledgment  to  the  author. 

Gontinuing  a practice  he  began 
with  Wilson,  Bernard  regularly  sent 
freshly  killed  ducks  from  Hobcaw  to 
Harding  and  Goolidge  during  their 
tenures.  This  despite  his  dismay  over 
the  nomination  of  I larding.  “1  can  see 
but  one  word  written  over  his  head  if 
they  make  him  president,  and  that 
word  is  ‘tragedy.’” 

Herbert  Hoover,  a fellow  economic 
advisor  during  peace  negotiations  in 
Paris,  and  one  who  brought  credibility 
and  capability  to  the  Harding  cabinet 
as  Secretary  of  Commerce,  described 
Baruch  as  “one  of  the  great  characters 
of  our  time,  a beneficent  influence  at 
all  times  and  all  places.”  Still,  Baruch 
had  no  significant  role  in  the  Hoover 
administration. 


.After  Wilson,  his  most  important 
government  activity  was  with 
Franklin  D.  Roosevelt.  This  began 
when  Roosevelt  was  governor  of 
New  York.  He  desperately  wanted 
Baruch  to  head  the  development  of 
Saratoga  Springs  as  a health  spa  and 
vacation  destination  to  compete  with 
foreign  watering  holes.  It  had  the 
added  attraction  of  a race  track,  but 
Baruch  declined  on  the  grounds  of  ill 
health.  A year  later  the  governor 
implored  him  again.  “We  all  need 
you  and  cannot  get  on  without  you... 
I will  hold  the  job  (project  chairman) 
open  if  necessary  for  100  years  until 
you  are  ready  to  say  yes.” 

Baruch  relented  and  led  the 
unearthing  of  new  salubrious 
springs  for  drinking  and  bathing 
and  the  construction  of  $8.5  mil- 
lion worth  of  buildings.  Saratoga 
came  on  line  as  a successful  spa  just 
as  the  stock  market  was  cracking  in 
October  1929. 

A couple  of  years  earlier,  Calvin 
Coolidge  surprised  the  nation  with  “1 
do  not  choose  to  run  for  president  in 
1928.”  It  was  during  his  single  term 
that  prosperity  boomed,  and  with  it  the 
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stock  market.  The  Dow  Jones  average 
climbed  from  1^  5 in  1926  to  a meteoric 
381  near  the  end  of  1929.  In  the  next 
three  years  it  would  tumble  89  percent 
to  a bottom  of  41  on  July  8,  1932,  the 
lowest  reading  since  1899  when  Baruch 
was  27  and  making  a killing  on  Ameri- 
can Sugar  Refining.  Despite  Baruch’s 
earlier  protestations  of  disinterest,  he 
was  in  the  market  heavily  in  the  late 
1920S.  In  1925,  he  netted  a trading 
profit  of  over  $i  million.  In  1926  it  was 
almost  a half  million,  plus  the  $2  mil- 
lion long-term  gain  in  Texas  Gulf  Sul- 
phur he  took  that  year. 

At  the  top  in  1929,  Baruch’s  assets 
were  estimated  as  high  as  $25  million. 
Having  triumphed  in  the  long  bull 
market,  he  was  not  quite  so  clairvoy- 
ant in  the  downturn.  His  brokerage 
records  are  unavailable  for  1930-32, 
so  there  are  no  objective  records  of 
how  he  survived  the  crash.  In  1930, 
Baruch  told  his  friend.  Senator  Joe 
Robinson,  a frequent  Hobcaw  visitor, 
“The  drop  in  my  securities  has  been 
very  severe,  but  1 can  still  live  in  com- 
fort and  peace.” 

The  Baruch  lifestyle  did  not 
change.  During  the  prohibition 
years,  1919  to  1933,  Bernard  main- 
tained a fabulous  wine  cellar  and 
bar  at  his  New  York  home,  now  on 
Fifth  Avenue.  He  continued  to  con- 
tribute substantially  to  Jewish  and 
other  charities  and  the  Democratic 
Party.  He  and  Tom  Yawkey,  owner 
of  the  Boston  Red  Sox  and  a South 
Carolina  neighbor,  distributed  food 
to  hungry  people  around  Hobcaw. 
There  were  the  annual  summers  in 
Europe,  with  wife  Annie  and  a staff 
in  accompaniment.  In  earlier  years, 
he  would  take  with  him  a 40  horse- 
power yellow  Mercedes  so  he  could 
enjoy  driving  there. 

In  1930,  he  visited  a friend  he  had 
made  at  the  Paris  Peace  Conference, 
Winston  Churchill.  This  relationship 
flowered,  and  Churchill  visited  Hob- 
caw. Years  later,  the  prime  minister 
wrote,  “I  value  greatly  your  long 
memorable  friendship.  I am  very 


thankful  you  have  your  present  great 
responsibilities,  and  I sleep  more 
soundly  in  my  bed  because  I know  the 
sentinel  is  awake.” 

Baruch  usually  toured  the  U.S.  by 
rail  annually,  which  he  felt  gave  him  a 
sense  of  the  economy.  Hobcaw  was 
opened  at  Thanksgiving,  and  the 
parade  of  visitors  began;  Christmas 
time  was  family  time  at  Hobcaw.  The 
clan  celebrated  together,  but  the  fam- 
ily unity  was  disrupted  unexpectedly 
when  Annie  died  after  a few  days  of 
pneumonia  in  1938.  She  was  65. 
Bernard  would  live  another  27  years, 
extending  his  presence  in  public  life  to 
the  regime  of  John  F.  Kennedy. 

In  the  presidential  campaign  of 
1932,  Baruch  backed  A1  Smith  for  the 
nomination.  When  Roosevelt  tri- 
umphed and  introduced  the  New 
Deal,  Bernard  quickly  came  on  board, 
though  the  first  hundred  days  of  dra- 
matic changes  were  accomplished 
without  him.  “There  is  so  much  legis- 
lation going  on  and  so  much  of  it  that 
I do  not  agree  with,  that  I do  not  want 
to  be  put  in  the  position  of  saying 
anything  to  commit  sabotage.”  Con- 
sequently, he  shifted  his  views  enough 
to  avoid  conflict  with  the  White 
House.  Roosevelt  labeled  him  “The 
Elder  Statesman.” 

On  his  visits  to  Washington  he 
would  sit  on  a bench  in  Lafayette 
Square  Park,  across  the  street  from 
the  White  House.  The  famous  picture 
of  Baruch  in  his  hat,  overcoat  with 
white  handkerchief,  and  high-topped 
black  shoes  gave  the  public  a feeling 
of  comfort.  As  The  Washington  Post 
editorialized,  “It  is  curious  what  a 
feeling  of  confidence  can  be  generated 
among  millions  of  Americans  by  the 
picture  of  a septuagenarian  seated  on 
a park  bench.” 

In  1941,  as  a tribute  to  the  value  of 
Baruch’s  ideas,  Roosevelt  began  hav- 
ing lunch  with  him  regularly.  After 
Pearl  Harbor,  the  president  wanted 
Baruch  to  take  charge  of  building 
plants  to  make  synthetic  rubber  from 
grain.  He  wrote:  “Because  you  are  ‘an 


ever  present  help  in  time  of  trouble, 
will  you  do  it  again?’  You  would  be 
better  than  all  the  Supreme  Court  put 
together  (a  reference  to  his  choice  of 
Harlan  Stone  for  the  Court,  over 
Baruch)!”  Under  Baruch’s  leadership, 
a new  billion  dollar  industry  in  syn- 
thetic rubber  was  built  from  nothing. 

During  the  war,  when  the  presi- 
dent’s health  was  poor,  he  came  to 
Hobcaw  for  a stay  that  lasted  almost  a 
month.  He  loved  the  place,  and  the 
working  vacation  proved  restorative 
and  rejuvenating.  After  Roosevelt’s 
death  in  1945,  Baruch  had  a few  visits 
with  President  Truman,  but  his  influ- 
ence at  the  White  House  declined.  The 
two  did  not  like  each  other,  though 
Truman  did  offer  him  an  important 
position.  Truman  describes  the  pro- 
posal in  a note  to  himself. 

“Asked  old  man  Baruch  to  act  as 
U.S.  representative  on  U.N.O.  Atomic 
Committee.  He  wants  to  run  the 
world,  the  moon  and  maybe  Jupiter  — 
but  we’ll  see.”  Truman’s  doubts  were 
realistic.  Baruch  was  76  and  no  longer 
up  to  the  effort. 

Daughter  Belle  loved  Hobcaw  as 
much  as  her  father  did.  So  in  1957, 
when  he  was  83,  he  transferred  the 
property  to  her.  His  base  of  operations 
became  Little  Hobcaw,  a thousand 
acre  rice  farm  in  the  3,700-person 
community  of  Kingstree.  It  was  for- 
merly a hunting  lodge  where  Bernard 
and  friends  would  travel  45  miles  to 
shoot  quail.  There  he  built  a comfort- 
able brick  house  for  his  secretary, 
Mary  Boyle,  who  was  regarded  as  one 
of  the  family. 

From  Little  Hobcaw  in  1956,  when 
he  was  86,  Baruch  answers  a simple 
inquiry,  as  shown  here,  apparently 
from  a stranger.  That  he  would  reply 
at  all  demonstrates  again  his  friendly 
personality. 

Belle  Baruch  sadly  preceded  her 
father  in  death  at  64,  a year  before  his 
own  demise.  Her  Will  provided  that 
Hobcaw  be  used  “for  the  purposes  of 
teaching  and/or  research  in  forestry, 
marine  biology,  and  the  care  and  prop- 

continued  on  page  33 
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It  was  thk  spring  of  i9''4 
Robert  Anderson,  the  newly-christened 
president  and  chief  operating  ofHcer 
of  VC.T.  Cirant  worked  feverishly  in  his 
Manhattan  headquarters  in  a desperate 
attempt  to  coax  merchandise  from  his 
suppliers.  The  new  executive  was  keenU 
aware  that  the  loss  of  thousands  of 
jobs  and  millions  of  dollars  rested 
sqiiarelv  on  his  broad  shoulders. 
.Anderson,  formerly  vice  president  of 
retail  merchandising  for  Sears,  was  a 
reluctant  warrior  who  had  accepted 
this  position,  and  its  Si 00,000  a year 
salarv  for  life  guarantee,  out  of  honor. 
.Anderson  must  have  wondered  what 
had  gone  so  wrong  at  this  respected 
firm.  Only  three  years  earlier,  in  1971, 
(iranr  was  the  17th  largest  retailer 
with  1,100  stores,  employing  So,ooo 
people,  generating  S3S  million  in 
prohts  on  sales  of  Si. 6 billion.  .A  year 
later,  prohts  were  oft  7S  percent.  I hen 
came  1974,  when  the  company  sus- 
tained a loss  of  Si  77  million.  Ander- 
son was  aware  that  his  only  chance  to 
stave  off  bankruptcy  and  save  thou- 
sands of  jobs  would  be  his  ability  to 
persuade  suppliers  to  ship  enough 
goods  to  hll  his  store  shelves.  W'hat 
had  gone  so  very  wrong? 

The  cause  of  the  Cirant  crash  was 
inept  management.  Kxpansion  is  an 
exercise  in  leverage;  leveraging  more 
resources  in  the  form  of  revenues, 
assets,  and  employees  on  management's 
abilities.  The  only  way  to  support  the 
larger  structure  is  for  the  management 
team  to  expand  in  size  and  competency. 


W'hen  a management  team  doesn’t 
grow,  the  result  is  inevitable.  At  C.rant 
it  took  the  form  of  a breakdown  in 
merchandising  and  product  position- 
ing, disastrous  credit  policies,  broken 
internal  controls  and  ultimately  inertia 
by  its  Board  of  Directors.  Recounting 
the  destruction  of  this  once  vaunted 
companv  is  like  describing  a train 
wreck;  it’s  horrifying  and  tragic,  yet 
fascinating  to  watch  it  unfold. 

Gxpaiision  of  Stores, 
iqtii  to  iqii 

In  the  i9bos,  the  IhS.  economy  was 
humming  and  corporate  America  was 


expanding.  Other  retailers  were  grow- 
ing and  Cirant  felt  it  needed  to  increase 
retail  locations  in  order  to  keep  up 
with  its  competitors.  President  Louis 
C.  l.ustenberger  began  the  Cirant 
expansion  from  a starting  point  of 
461  stores  in  1961.  The  company 
opened  ^43  stores  over  the  following 
seven-vear  period,  from  1963  through 

1969.  Initially  profits  kept  pace  with 
expansion.  However  behind  the  scenes, 
all  was  not  well.  Cihairman  Ed  Staley 
and  President  l.ustenberger  differed 
over  the  matter  of  product  positioning, 
and  this  important  issue  was  never 
resolved.  When  l.iistenberger  left  the 
presidencv  in  1 9^*^,  he  pushed  foi  his 
sales  vice  president,  James  Kendrick,  to 
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S,tock  certificate  for  five  shares  in  W.T.  Grant, 
issued  only  six  years  before  the  retailer  permanently  closed  its  doors. 


succeed  him  in  the  job.  But  Kendrick 
was  passed  over  for  the  promotion 
because  he  was  perceived  as  too  inde- 
pendent; he  was  not  a Staley  man. 
Kendrick  was  banished  to  Zellers,  a 
Grant  subsidiary  in  Canada,  and  Staley 
got  the  man  he  wanted,  Richard  W. 
Mayer,  installed  as  president.  The  two 
men  ramped  up  the  expansion  program 
in  earnest.  In  the  four-year  period  from 
1969  through  1973,  President  Mayer 
and  Chairman  Staley  opened  an  addi- 
tional 369  new  stores.  The  seeds  of  the 
disaster  were  sown. 

JMlcrchandising  and 
product  Positioning 

Under  the  leadership  of  Staley  and 
Mayer,  W.T.  Grant  never  demonstrated 
to  the  consumer  what  the  company 
stood  for  in  the  marketplace.  They  had 
soft  goods  like  a J.C.  Penney  and  they 
had  hard  goods  like  a Sears.  They 
weren’t  a discounter  like  K-Mart.  So 
who  were  they?  They  jumped  into  high- 
ticket  durables  like  TV  sets,  furniture 
and  washing  machines  and  sold  them 
under  private  label,  looking  for  a good 
profit  margin.  But  nobody  had  ever 
heard  of  Bradford,  the  Grant  brand. 

Also,  new  stores  came  in  a hodge- 
podge of  sizes.  Retail  locations  ranged 
from  54,000  square  feet  to  180,000 
square  feet.  Not  only  were  store  sizes 
and  floor  plans  different,  but  mer- 
chandise also  varied  from  store  to 
store.  This  confused  the  customer. 

Stocking  larger  stores  required  buy- 
ing huge  quantities  of  merchandise, 
however  seasons,  styles  and  tastes 
changed  before  the  inventory  could  be 
moved  off  the  shelves.  In  a colossal 
example  of  myopic  leadership,  the 
gang  in  New  York  refused  to  authorize 
inventory  reductions  through  mark- 
downs  because  that  would  reduce  gross 
selling  margins.  So,  obsolete  inventory 
sat  on  store  shelves  collecting  dust  and 
tying  up  money  that  could  have  been 
used  elsewhere.  Later,  the  company 
began  discounting  certain  merchan- 


dise, hoping  these  loss  leaders  would 
drive  traffic  to  the  stores  and  move  the 
other  goods.  Savvy  consumers  bought 
the  marked-down  merchandise  and 
left  the  rest  to  gather  dust.  Margins 
contracted  even  more. 

qrtdit  policies 

When  the  new  store  program  began  to 
falter.  Grant’s  management  cooked  up 


a new  plan  to  boost  sales;  consumer 
credit.  But  once  again  mismanagement 
and  few  restrictions  resulted  in  exces- 
sive charge-offs. 

Consider  the  operations:  from  the 
start,  the  stores  were  told  to  push 
credit  and  had  quotas  to  fill.  Each  store 
had  its  own  accounts  receivable,  its 
own  credit  information  and  payments 
went  to  each  individual  store,  so  in 
effect  Grant  had  1,200  credit  offices. 
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Also,  credit  terms  were  extremely  gen- 
erous. Until  1975,  t^he  consumer  had 
t,6  months  to  pay,  with  a minimum 
payment  of  a Si /month.  As  a result  of 
these  policies,  the  1973  hnancials  were 
restated  to  reflect  a $92  million  write- 
off of  bad  debt. 

Internal 

Controls 

Grant  lost  control  of  its  ability  to 
track  inventory.  Since  the  company 
was  reluctant  to  reduce  inventories  by 
taking  markdowns,  store  managers 
covered  their  markdowns  by  unre- 
ported mark-ups  of  brisk  sellers.  New 
York  didn’t  know  what  was  going  on 
in  the  Held. 

Somewhere  along  the  way.  Grant 
lost  its  sales  classification  system 
that  indicated  what  specific  items 
were  selling  and  had  to  rely  on  total 
store  figures.  Since  nobody  knew 
what  was  selling,  buyers  didn’t  know 
what  to  promote. 

Other  internal  auditing  procedures 
were  lax,  perhaps  due  to  lack  of  staff 
in  the  Internal  .Audit  department.  One 
executive  admitted  their  goal  of  audit- 
ing 300  stores  a year  was  never  attain- 
able because  they  employed  a mere  26 
internal  auditors. 

bioard 
of  Directors 

In  1971,  the  directors  and  former 
Cirant  presidents  I.istenberger  and 
Fogler  were  so  distressed  by  the  expan- 
sion, inventory  levels,  and  general  lack 
of  leadership  that  they  tried  to  mobilize 
the  outside  Board  members  to  force 
change.  But  they  were  unsuccessful.  It 
was  only  when  losses  began  to  mount 
in  1 974  that  the  Board  took  notice.  Sta- 
ley, Fogler,  and  L.ustenberger  all 
stepped  down.  Some  said  that  Staley’s 
resignation  was  engineered  through  the 
simultaneous  departures  of  his  neme- 
ses, Fogler  and  l.ustenberger. 


The  Board  of  Directors  now  assert- 
ing leadership  wanted  someone  with 
proven  merchandising  and  sales  pro- 
motion experience,  so  they  recalled 
Kendrick  back  from  their  subsidiary 
in  Canada  in  September  1974  to  make 
him  chairman,  president  and  CEO. 
Kendrick  immediately  went  public 
with  the  company’s  bad  news. 

Bankers 
and  Bupplicrs 

Kendrick  valiantly  tried  to  turn  the 
company  around,  bur  the  Board’s 
actions  were  too  late.  W'.T.  Cirant  was 
having  trouble  paying  its  suppliers.  As 
a consequence,  the  company  couldn’t 
roll  over  its  commercial  paper  and 
was  forced  to  rely  on  short-term  bank 
borrowing.  In  September  1974,  Cirant 
and  a consortium  of  14  ^ banks  led  by 
•Morgan  Ciuarantee  renegotiated  the 
credit  line  and  loan  into  a S700  mil- 
lion loan  agreement.  As  collateral,  the 
banks  received  Cirant’s  accounts 
receivable  and  its  51.3  percent  interest 
in  Zeller’s. 

By  now  some  suppliers  were  balk- 
ing at  shipping  merchandise,  so  the 
banks  agreed  to  inventory  liens.  Still, 
deliveries  were  spotty.  Anxious 
bankers  demanded  a new  top  execu- 
tive to  replace  Kendrick,  preferably 
an  outsider  who  was  nor  beholden  to 
any  special  interests.  Grant  director 
DeW’itt  I’eterkin  (and  vice  chairman 
of  .Morgan  Ciuaranty  Trust  Cio.) 
played  a key  role  in  enticing  Ander- 
son to  come  to  Grant.  The  banks 
anreed  up  $2.5  million  to  guarantee 
salary  and  pension  for  Anderson  in 
April  1975'  mun  went  to 

work  at  once  in  his  Manhattan  “war 
room.”  Anderson  worked  around  the 
clock,  seven  days  a week  reinstituting 
inventory  controls,  closing  stores, 
tightening  customer  credit  and  elimi- 
nating big  money  losers.  Anderson 
rightly  realized  that  the  key  to  staving 
off  bankruptcy  was  putting  merchan- 
dise on  the  shelves,  so  he  courted  and 


cajoled  suppliers  with  zeal.  However, 
in  the  first  half  of  1975,  losses  were 
$iii  million,  and  the  company  filed 
for  Chapter  1 1 bankruptcy  protection 
in  October. 

Still,  Anderson  pressed  on  in  bank- 
ruptcy and  a committee  of  creditors 
(six  bankers  and  five  suppliers)  was 
formed  to  run  a stripped  down  “New 
Grant.”  The  company  struggled  to 
prepare  a meaningful  budget  for  the 
committee  because  it  did  not  have  a 
constant  flow  in  inventory  for  its 
shelves  and  did  nor  know  how  much 
inventory  it  already  had. 

In  frustration,  the  committee  hired 
its  own  consultants  to  deliver  a bud- 
get, but  the  experts  had  to  rely  on  the 
company’s  fuzzy  documentation. 
Finally  the  consultants’  recommenda- 
tion to  the  committee  came  in;  it 
would  rake  six  to  eight  years  to  deter- 
mine whether  Grant  would  survive. 
The  bankers,  reluctant  to  throw  good 
money  after  bad,  searched  for  a quick 
exit.  On  February  6,  1976,  the  com- 
mittee voted  for  liquidation.  After- 
wards it  was  discovered  the  company 
had  $40  million  to  $70  million  in 
unreported  inventory. 

In  the  past  few  years,  we’ve  all 
been  outraged  at  the  shenanigans  at 
WorldCom  and  F'nron.  By  all 
accounts  those  were  rales  of  greed 
and  corruption.  The  Grant  story  is 
different.  The  hubris  of  senior  man- 
agement at  Grant  made  them  think 
that  they  could  manage  the  growth 
without  developing  new  leaders  from 
their  base  of  loyal  employees.  There’s 
no  closure  to  this  story,  no  one  to 
punish.  Who  do  you  send  to  jail  for 
mismanagement?  03 


Bruce  Weitzman  is  a CPA  and  enjoys 
reading  about  business,  history  and 
nearly  everything  else  in  the  library. 
He  lives  in  suburban  Philadelphia 
ivitb  bis  wife  and  children. 
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IDENTITY  CRISIS 

The  personal  and  financial  implications 
of  the  Internet’s  most  prolific  crime 

BY  TAMAR  ANGLIC 


iW 


Anyone  who  has  read  The  Count 
of  Monte  Cristo  knows  the  idea  of 
assuming  a different  identity  is  nothing 
new.  Recently,  however,  identity  theft 
has  been  on  the  rise.  The  crime,  a 
felony  that  carries  a possible  sentence 
of  30  years  in  prison,  has  become  eas- 
ier to  commit  as  a result  of  new  tech- 
nologies, such  as  computers  and  the 
Internet.  As  increasing  numbers  of  peo- 
ple fall  victim  to  this  crime,  its  costs 
have  been  rising  as  fast  as  the  number 
of  people  who  have  their  identity  stolen 
each  year.  It  is  no  wonder,  then,  that 
numerous  companies  and  government 
agencies  have  set  their  sights  on  com- 
bating the  crime  by  offering  services  to 
those  who  have  had  their  identities 
stolen,  as  well  as  new  products  to  pro- 
tect personal  information. 

Until  recently,  identity  thieves  were 
often  quick  of  hand  and  knew  ways  to 
obtain  the  paper  documents  they 
needed.  With  the  advent  of  the  Internet 
and  the  popularity  it  has  achieved  in 
facilitating  transactions  and  providing 
information,  however,  it  has  become 
an  easier  crime  to  commit,  says  Sean  B. 
Hoar  in  his  article  “Identity  Theft:  The 
Crime  of  the  New  Millennium.”  Fur- 
thermore, Internet  scams  are  easy  to 
concoct,  and  once  consumers  fall  into 
a trap,  their  identities  soon  fall  into  the 
hands  of  the  perpetrators. 

This  is  what  happened  in  zooz  in 
what  is  considered  to  be  the  largest 


identity  theft  case  in  U.S.  history. 
According  to  an  article  published  by 
Computerworld,  the  FBI  arrested 
Phillip  Cummings,  a help  desk 
employee  at  Teledata  Communica- 
tions Inc.  (TCI)-a  company  providing 
banks  and  other  institutions  with 
computerized  access  to  consumer 
credit  reports  from  the  three  commer- 
cial credit  history  bureaus-for  leading 
an  identity  theft  ring.  “Authorities 
said  that  beginning  in  1999,  Cum- 
mings had  access  to  the  passwords 
and  codes  used  by  TCFs  customers  to 
download  consumer  credit  reports  for 
business  purposes.  With  these  codes,” 
the  article  continues,  “he  was  able  to 
access  credit  reports  for  himself.” 

Cummings  distributed  the  pass- 
words and  codes  to  a co-conspirator 
and  received  $30  for  each  credit  report 
obtained  using  the  stolen  codes.  That 
information  was  then  circulated  to  at 
least  20  other  people,  several  of  whom 
were  arrested  in  connection  with  the 
case.  This  massive  identity  theft  scheme 
involved  more  than  30,000  victims, 
spanned  three  years,  and  resulted  in 
more  than  $2.7  million  in  losses. 

Prosecution  of  the  crime  of  identity 
theft,  however,  has  been  inconsistent 
at  best.  In  fact,  the  primary  identity 
theft  statute  of  the  Constitution  was 
not  enacted  until  October  1998. 
Before  the  implementation  of  the 
Identity  Theft  and  Assumption  Deter- 


rence Act  (Identity  Theft  Act),  the  law 
had  “addressed  only  the  fraudulent 
creation,  use,  or  transfer  of  identifica- 
tion documents,  and  not  the  theft  or 
criminal  use  of  the  underlying  per- 
sonal information.”  By  then,  however, 
credit  history  bureau  Trans  Union  had 
already  found  that  consumer  inquiries 
to  its  fraud  victim  department  had 
increased  from  an  average  of  less  than 

3.000  a month  in  1992  to  more  than 

43.000  a month  in  1997. 

According  to  the  Federal  Trade 

Commission  (FTC),  identity  thieves 
invest  in  people’s  everyday  transac- 
tions, since  all  such  transactions 
require  the  presentation  of  personal 
information.  The  FTC,  the  federal 
agency  that  investigates  identity  theft 
complaints,  has  developed  three  cate- 
gories to  classify  the  ways  in  which  vic- 
tims can  have  their  identity  abused. 
The  most  serious  type  is  “New 
Accounts  & Other  Frauds,”  where 
personal  information  is  used  to  open 
new  accounts;  obtain  loans;  or  commit 
theft,  fraud,  or  other  crimes.  The 
“other  frauds”  include  non-financial 
ways  in  which  the  perpetrator  uses  the 
victim’s  identity,  such  as  when  renting 
an  apartment,  obtaining  medical  care 
or  employment,  or  presenting  the  vic- 
tim’s name  when  arrested. 

The  second  category  is  “Misuse  of 
Existing  Non-Credit  Card  Account  or 
Account  Number,”  which  covers  the 
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Fighting  Back: 

10  Tips  to  Help  Prevent  Credit  Fraud  and  Identity  Theft 

1)  Properly  discard/shred  documents 

2)  Guard  personal  information- 
be  aware  of  your  surroundings 

3)  Leave  outgoing  mail  at  the  post  office 

4)  Limit  number  of  credit  cards  carried 
in  purse  or  wallet 

5)  Minimize  number  of  identification  documents 
carried  in  purse  or  wallet 

6)  Avoid  phone  disclosure  of  credit  card  and  identifying 
i nformati on 

7)  Carefully  review  credit  card  statements 

8)  Regularly  review  your  credit  report 

9)  Memorize  PIN  numbers-do  not  write  on 
back  of  credit  cards 

10)  Question  suspicious  activity 

Source:  TransUnion 


abuse  of  a victim’s  already-existing 
accounts,  such  as  checking,  savings,  and 
telephone  accounts.  The  least  serious 
r\pe  of  identity  theft  is  “Misuse  of 
Existing  Credit  Card  or  Card  Number,” 
which  occurs  when  perpetrators  obtain 
a victim's  credit  card  or  credit  card 
number  and  use  it  to  make  unautho- 
rized purchases.  The  FTC  reported  in 
’003  that  nearly  10  million  .Americans 
were  the  victims  of  at  least  one  of  these 
n pes  of  identity  theft  the  prior  year. 

Not  surprisingly,  with  so  many  vic- 
tims the  costs  of  this  crime  to  both  ct)n- 
sumers  and  businesses  have  been  enor- 
mous. Those  who  committed  “New 
.Accounts  N:  Other  Frauds”  identity 
theft  used  the  victims’  personal  infor- 
mation to  obtain  money  or  goods  and 
services  worth,  on  average.  Si 0,100. 
The  total  loss  to  businesses,  including 
financial  institutions,  from  this  type  of 
identity  theft  alone  was  about  $33  bil- 
lion in  1001.  The  total  cost  when 
including  all  three  categories  comes 
close  to  S50  billion  a year. 

.And  these  figures  do  not  include  the 
time  and  money  victims  spend  attempt- 
ing to  rectify  their  situations.  The  FTCi 
says  victims  estimate  that,  on  average, 
they  spend  S500  undoing  the  damage 
of  identity  thieves,  with  the  numbers 
being  higher  for  the  more  serious 
crimes.  From  these  numbers,  the  F’lC 
concludes  that  the  total  annual  cost  to 
victims,  in  terms  of  money  spent  clear- 
ing their  names,  is  about  S5  billion. 
Victims  also  spend,  on  average,  30 
hours  resolving  their  problems.  .Ameri- 
cans spent  almost  300  million  hours  in 
2001  undoing  the  damage. 

Identity  theft  also  affects  a dis- 
proportionate number  of  minorities 
and  those  with  lower  incomes  and 
education  levels.  The  FTC  reports 
that,  based  on  the  latest  statistics, 
non-whites  are  more  likely  to  be  vic- 
tims of  identity  theft.  In  2001,  non- 
whites also  reported  more  problems 
arising  from  their  identity  being 
stolen,  such  as  being  harassed  by 
debt  collectors,  problems  obtaining 
or  using  a credit  card,  and  being 


turned  down  for  a loan,  than  their 
white  counterparts  reported. 

People  with  lower  incomes  also 
seem  to  suffer  more  at  the  hands  of 


identity  thieves  than  do  those  with 
higher  incomes.  Victims  with  lower 
incomes  were  less  likely  to  contact 
companies  that  could  help  them  resolve 
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their  problems,  and  34  percent  of  those 
with  incomes  of  less  than  $50,000  were 
more  often  harassed  by  debt  collectors. 
In  addition,  29  percent  of  those  whose 
income  was  below  $25,000  said  they 
were  turned  down  for  a loan  as  a result 
of  having  their  identity  stolen.  Those  in 
lower  income  brackets  also  tended  to 
have  their  personal  information  mis- 
used for  a longer  period  of  time,  as  1 7 
percent  of  victims  with  household 
incomes  below  $25,000  and  t8  percent 
of  those  with  incomes  between 
$25,000  and  $75,000  reported  victim- 
ization that  lasted  six  months  or  more. 

The  good  news  is  that  victims  are 
generally  not  liable  for  losses  based  on 
fraudulent  actions  taken  by  identity 
thieves,  as  several  laws  limit  victims’ 
liability  in  these  situations.  This 
includes  the  Truth  in  Lending  Act, 
which  limits  consumer  liability  for 
unauthorized  credit  card  charges  to  a 
maximum  of  $50,  and  the  Electronic 
Fund  Transfer  Act,  which  limits  con- 
sumer liability  for  unauthorized  elec- 
tronic fund  transfers.  State  statutes 
also  limit  consumer  liability  for  losses 
associated  with  check  and  loan  fraud. 

There  is  also  the  Fair  Credit 
Reporting  Act  (FCRA),  which  enables 
people  to  correct  mistakes  on  their 
credit  record.  Under  the  FCRA,  both 
the  credit  bureau  and  the  organization 
that  provided  the  information  are 
responsible  for  correcting  inaccurate 
or  incomplete  credit  information. 

The  most  recent  federal  legislation 
involving  identity  theft  came  in 
December  2003,  when  President 
George  W.  Bush  signed  into  law  the 
Fair  and  Accurate  Credit  Transactions 
Act.  This  Act  entitles  every  American 
to  receive  one  free  copy  of  his  or  her 
credit  report  per  year  and  requires 
merchants  to  delete  all  but  the  last  five 
digits  of  a credit  card  number  on  store 
receipts.  According  to  President  Bush, 
“this  law  will  create  a national  system 
of  fraud  detection  so  that  identity 
theft  can  be  traced  and  dealt  with  ear- 
lier... Under  this  legislation,  victims 
will  only  have  to  make  one  phone  call 


to  receive  advice  and  to  set  off  a 
nationwide  fraud  alert.”  The  law  also 
encourages  lenders  and  credit  bureaus 
to  take  action  before  a victim  even 
knows  an  identity  crime  has  occurred. 

Consumers  are  encouraged  to 
annually  order  and  review  a copy  of 
their  credit  report  from  one  of  the 
three  credit  bureaus:  Experian,  Trans 
Union,  and  Equifax.  Each  of  these 
bureaus  also  has  a hotline  and  mailing 
address  to  which  consumers  can 
report  identity  theft  crimes.  If  identity 
theft  is  suspected,  consumers  are 
encouraged  to  close  all  accounts  that 
have  been  fraudulently  opened  or 
used,  and  to  file  a report  with  the  local 
police  department.  Personal  identifica- 
tion numbers  and  passwords  should 
also  be  changed  on  all  accounts. 

Employers  can  also  take  measures  to 
protect  their  employees  from  identity 
theft  in  the  workplace.  Trans  Union 
recommends  that  employers  refrain 
from  using  social  security  numbers  on 
paychecks,  insurance  cards  and  claim 
forms,  or  as  identifying  numbers.  The 
company  also  advises  limiting  where 
such  personal  information  can  be 
found  and  the  number  of  employees 
who  have  access  to  it. 

Quick  discovery  and  reporting  of 
identity  theft  is  key.  According  to  the 
FTC,  when  victims  discovered  the  fraud 
within  five  months,  the  value  obtained 
by  the  thief  was  less  than  $5,000  in  82 
percent  of  all  cases.  And  76  percent  of 
victims  who  discovered  the  fraud  less 
than  a month  after  it  began  spent  less 
than  10  hours  resolving  their  problems. 
The  costs  in  both  time  and  money  rise 
rapidly  as  the  length  of  time  before  dis- 
covery increases. 

With  both  the  costs  and  number  of 
victims  on  the  rise,  it  is  not  surprising 
that  many  private  companies  have  also 
begun  to  offer  their  customers  services 
to  prevent  identity  theft  before  it  hap- 
pens. Citibank,  for  example,  offers  Citi 
Identity  Theft  Solutions,  a free  service 
that  allows  card  members,  with  a single 
call  to  the  company,  to  confirm 
whether  their  identities  have  been 


stolen  and,  if  so,  to  take  steps  to  reverse 
the  process.  Visa  and  MasterCard  limit 
consumers’  liability  for  misuse  of  their 
debit  cards,  no  matter  how  much  time 
has  passed  since  the  loss  or  theft  of  the 
card,  and  Merrill  Lynch  allows  clients 
to  put  a Telephonic  Security  Code  on 
all  their  accounts. 

As  the  number  of  identity  theft  vic- 
tims has  increased,  so  have  the  costs, 
and  both  the  government  and  private 
companies  are  attempting  to  alleviate 
the  problems  associated  with  the 
crime,  and  to  prevent  it  from  happen- 
ing. These  measures,  combined  with 
new  legislation  and  consumer  knowl- 
edge and  watchfulness,  have  the 
potential  to  seriously  decrease  the 
incidence  of  identity  theft.  OD 

Tamar  Anolic  is  a freelance  writer 
with  a background  in  finance,  political 
science,  and  the  arts.  She  is  based  in 
New  York  City. 
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www.ftc.gov. 

“Fraud  Prevention  Tips:  For  Businesses, 
Government  Agencies  and  Not-for-Profit 
Organizations.”  www.transunion.com. 
Hoar,  Sean  B.  “Identity  Theft:  The  Crime 
of  the  New  Millennium.”  United  States 
Attortjeys’  USA  Bulletin.  March  2001, 
Vol.  49,  No.  1. 

Lee,  Jennifer.  “Identity  Theft  Victimizes 
Millions,  Costs  Billions.”  The  New 
York  Times.  September  20,  2003. 
Merrill  Lynch  website,  www.merrillynch.com. 

“President  Bush  Signs  Identity  Theft  Legis- 
lation.” December  4,  2003.  www.white- 
house.gov. 

Rosencrance,  Linda.  “Identity  Theft  Case 
Seen  as  Largest  in  U.S.  History.”  Com- 
puterworld.  November  26,  2002. 
Tedeschi,  Bob.  “E-Commerce  Report.”  The 
New  York  Times.  September  8,  2003. 


Financiai,  FIistoky  ~ Fall  2004 


34 


W W W.  L I N A N C I A L 1 1 1 STO  R Y.  O R G 


— 

Events  Calendar 


FALL  2004 


OCTOBER 

Lecture,  book  signing  and  reception  with  former  Treasury  Secretary  Robert  Rubin  on  In  An  Uncer- 
tain World:  Tough  Choices  from  Wall  Street  to  Washington.  NYU  Stern  School  of  Business,  44 
West  4th  Street,  NYC.  6:30  pm.  Reservations  required;  free  admission  for  Museum  members. 

Fall  Gala:  An  evening  reception  and  exclusive  private  viewing  of  “Alexander  Hamilton:  The  Man 
Who  Made  Modern  America."  The  New-York  Historical  Society,  170  Central  Park  West,  at  77th 
Street,  NYC.  5:30-8:30  pm.  $150  per  person;  $75  under  30;  $500  includes  admission  for  two 
and  an  “Alexander  Hamilton  Society”  membership  in  the  Museum. 

“Great  Crash”  Walking  Tour:  Join  us  on  the  75th  anniversary  of  the  Crash  of  1929  for  a 
crash-themed  tour  of  the  Financial  District.  Meets  in  the  Museum  gallery,  28  Broadway,  NYC. 
1:00  - 4:00  pm.  $15  per  person. 


NOVEMBER 

Lecture  and  book  signing  with  Charles  Slack  on  /Teffy  (biography  of  female  financier  Hetty  Green). 
South  Street  Seaport  Museum,  12  Fulton  Street,  NYC.  7:00  - 9:00  pm.  Free. 

India  House  ArtLunch  talk  and  book  signing  with  renowned  Wall  Street  historian  and  American 


Heritage  columnist  John  Steele  Gordon  on  An  Empire  of  Wealth.  India  House,  One  Hanover 


Square,  NYC.  12:00  noon.  $50  includes  three-course  lunch. 


30 


Lecture,  book  signing  and  reception  with  Jagdish  Bhagwati  on  In  Defense  of  Globalization. 
NYU  Stern  School  of  Business,  44  West  4th  Street,  NYC.  6:30  pm.  Reservations  required; 
free  admission  for  Museum  members. 


Bernard  .\1.  Baruch:  The  Baron  of  Hobcaw 

continued  front  pj^e  iH 


agation  of  flora  and  fauna  in  South 
(Carolina. ” The  National  Oceanic  and 
Atmospheric  .Administration  and  the 
University  of  South  (Carolina's  ILiriich 
Institute  for  .Marine  Biology  and 
Coastal  Research  direct  the  programs. 

Into  his  90s,  Baruch  could  still 
trade  thousands  of  shares  a day  sitting 
in  front  of  a stock  ticker  in  .Mary 
Boyle’s  office.  He  continued  to  hunt 
quail,  and  he  exercised  with  dumb- 
bells until  the  ailments  of  old  age  pre- 
vented him  — prostate  trouble,  arthri- 
tis, deafness.  Death  came  two  months 
before  his  9 5rh  birthday,  on  June  zo, 
1965.  When  his  strength  at  last  failed 


him,  he  observed  ruefully,  “1  can’t 
keep  up  with  the  birds,  and  1 can’t 
keep  up  with  the  people.”  nn 

Sanford  J.  Mock  is  a retired  stock  bro- 
ker and  docnnient  collector. 

Sources 

Baruch,  Bernard,  liariich:  My  Own  Story. 

Coit,  .Margaret  L.  Mr.  Baruch. 

Hoyt,  Edwin  P.  The  Gnggenheims  and  the 
American  Dream. 

Grant,  James.  Bernard  M.  Baruch:  The 
Adventures  of  a Wall  Street  Legend. 
Schwarz,  Jordan  A.  The  Speculator:  Bernard 
M.  Baruch  in  Washington,  n)6s. 


Bernard  Baruch  (left),  and  his  son  Bernard,  jr. 
(center),  are  greeted  hy  Andrei  Gromyko, 
Russia 's  minster  of  foreign  affairs. 
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Courtesy  of  Alex  Tabourin 


Alexander  Hamilton 


By  Ron  Chernow 

Penguin  Press,  New  York,  2004 

818  pages,  including  illustrations, 

notes,  bibliography,  and  index,  S3J. 
Reviewed  by  Gregory  DL  Morris 

Few,  if  any,  members  of  the  Museum 
can  have  failed  to  read,  or  at  least  pur- 
chase Ron  Chernow’s  magisterial  biog- 
raphy of  Alexander  Flamilton.  For 
those  who  have  not  yet  run  the  course 
of  its  44  comprehensive-but-briskly 
written  chapters,  let  this  be  your 
exhortation  to  get  going. 

If  George  Washington  was  the 
father  of  this  country,  and  Adam 
Smith  the  father  of  capitalism,  then 
Hamilton  was  uncle  to  both  — the 
closest  thing  business,  industry,  and 
good  government  have  to  a patron 
saint.  He  is  also  a cautionary  tale 
for  every  driven,  passionate,  and 
ambitious  person.  Chernow’s  great- 
est accomplishment  here  is  not  just 
the  scope  of  his  book,  but  the  rig- 
orous fairness.  The  author  is  clearly 
an  ardent  admirer  of  his  subject 
(one  of  many,  then  and  now),  but 
he  is  never  reticent  about  criticizing 
Hamilton  for  his  few  but  spectacu- 
lar lapses  of  judgment. 

“The  American  Revolution  and  its 
aftermath  coincided  with  two  great 
transformations  in  the  late  18th  cen- 
tury,” writes  Chernow,  about  a third 
of  the  way  in.  “In  the  political  sphere, 
there  had  been  a repudiation  of  royal 
rule,  fired  by  a new  respect  for  individ- 
ual freedom,  majority  rule,  and  limited 
government.  If  [Alexander]  Hamilton 
made  distinguished  contributions  in 
this  sphere,  so  did  Franklin,  Adams, 
Jefferson,  and  Madison.  In  contrast, 
when  it  came  to  the  parallel  economic 
upheavals  of  the  period  — the  indus- 
trial revolution,  the  expansion  of 


global  trade,  the  growth  of  banks  and 
stock  exchanges — Hamilton  was  an 
American  prophet  without  peer. 

“No  other  founding  father  strad- 
dled both  of  these  revolutions  — only 
Franklin  even  came  close  — and 
therein  lay  Hamilton’s  novelty  and 
greatness.  He  was  the  clear-eyed  apos- 
tle of  America’s  economic  future,  set- 
ting forth  a vision  that  many  found 
enthralling,  other  unsettling,  but 
[one]  that  would  ultimately  prevail. 
He  stood  squarely  on  the  modern  side 
of  a historical  divide  that  seemed  to 
separate  him  from  other  founders. 
Small  wonder  he  aroused  such  fear 
and  confusion.” 

This  not  just  the  modern  opinion, 
formed  in  the  age  of  corporations  and 
global  trade.  No  less  a contemporary 
than  Daniel  Webster  said  of  Hamil- 
ton’s legendary  Report  on  Public 
Credit:  “The  fabled  birth  of  Minerva 
from  the  brain  of  Jove  was  hardly 
more  sudden  or  more  perfect  than  the 
financial  system  of  the  United  States  as 
it  burst  forth  from  the  conception  of 
Alexander  Hamilton.” 

And  as  if  Museum  members  and 
friends  needed  any  more  reasons  for 
simpatico  with  Hamilton,  one  of  his 
several  New  York  homes  was  right  here 
at  26  Broadway;  the  very  ground  under 
the  current  gallery  once  knew  his  tread. 

So  readers  of  Financial  History  will 
open  Chernow’s  latest  epic  with  high 
expectations.  And  those  expectations 
will  be  exceeded.  For  a doorstopper, 
the  narrative  moves  along  briskly. 
From  Hamilton’s  unfortunate  out-of- 
wedlock  birth  on  the  island  of  Nevis 
— -Chernow  dates  the  event  January 
IT,  1755  — through  his  childhood  in 
misery,  to  his  dazzling  rise  in  business 
and  letters,  through  studies  at  King’s 
College  in  New  York  (now  Columbia 


University),  and  into  the  Revolution 
where  he  was  a self-taught  captain  of 
artillery,  all  takes  the  reader  only  to 
page  86. 

Chernow  is  at  pains  throughout  to 
demolish  the  many  inaccurate  and 
defamatory  myths  that  have  been  lay- 
ered over  Hamilton,  mostly  by  his 
enemies  — and  he  had  many,  all  of 
whom  outlived  him.  The  ironies  of 
plantation  aristocrats  and  slave-hold- 
ers Jefferson  and  Madison  branding 
Hamilton  an  elitist  when  he  was  the 
earliest  advocate  of  the  Constitution 
and  a life-long  abolitionist,  is  absurd 
in  the  extreme.  And  as  for  Hamilton 
being  in  thrall  to  British  interests, 
Chernow  explodes  that  at  a stroke:  “It 
was  Hamilton’s  vision  of  America  as  a 
manufacturing  behemoth,  not  Jeffer- 
son’s of  a society  of  yeoman  farmers, 
that  [actually]  threatened  the  British.” 

To  be  fair,  Hamilton  felt  contempt 
for  the  masses,  but  believed  to  the  core 
in  the  rule  of  law  and  the  potential  of 
private  enterprise  and  civil  society. 
Chernow  writes,  “This  was  the  great 
paradox  of  [Hamilton’s]  career:  his 
optimistic  view  of  America’s  potential 
coexisted  with  an  essentially  pes- 
simistic view  of  human  nature.  His 
faith  in  Americans  never  quite 
matched  his  faith  in  America  itself.” 

In  this  frame  of  mind,  Hamilton 
instilled  two  important  concepts  that 
today  underpin  worldwide  business 
and  government.  The  basis  of  his 
relentless  support  for  the  Constitution 
— and  his  work  in  New  York  City  and 
Albany  tipped  the  balance  for  ratifica- 
tion in  the  state — was  typified  in  “a 
speech  on  the  dangers  of  maintaining 
a continuous  revolutionary  mentality 
in  America,”  writes  Chernow. 
“Hamilton  believed  that  revolutions 
ended  in  tyranny  because  they  glori- 
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Hcd  revolution  as  a permanent  state  of  mind.”  That  remains 
true  to  this  day  in  Havana  and  Beijing. 

The  other  fundamental  footing  is  the  “security  of  trans- 
fer” that  underlay  his  plan  for  the  federal  government  to 
assume  war  debts  from  the  states.  The  demagogues  of  the 
day  wanted  the  original  note  holders,  mostly  veterans,  farm- 
ers, and  merchants,  to  he  compensated  fully.  Hamilton 
argued,  correctly  but  unpopularly,  that  no  one  had  forced 
any  original  holders  to  trade  or  sell  their  notes  to  brokers  or 
speculators.  Chernow  writes,  “Hamilton  was  willing,  if  nec- 
essary, to  reward  mercenary  scoundrels  and  penalize  patri- 
otic citizens.  With  this  huge  gamble,  Hamilton  laid  the  foun- 
dations for  America’s  future  Hnancial  preeminence.” 

Of  course,  CTernow  details  Hamilton’s  complex  interac- 
tions with  the  other  founders,  especially  his  mentor  Cleorge 
Washington.  The  author  also  speculates  liberally  on  Hamil- 
ton’s motives,  feelings,  even  self-doubts.  The  only  thin  spots 
are  his  family  life.  Despite  obvious  affection  for  Hamilton’s 
wife  blizabeth,  nee-Schuyler,  she  remains  a two-dimensional 
character  in  her  husband’s  story.  Hamilton’s  many  children 
fair  even  worse,  warranting  only  passing  mentions,  often 
collectively.  But  this  is  Hamilton’s  story,  and  Chernow  has 
written  the  definitive  account.  DD 


TRIVIA  QUIZ 

How  much  do  you  know 
about  financial  history^ 

By  Bob  Shabaz'uin 

I.  Which  American  financier  locked  bankers  in  his  hank 
in  1907  until  they  raised  $15  million? 

z.  Three  companies  were  recently  added  to  the  Dow  Jones 
Industrial  .\verage.  To  make  room  on  the  30-company  list, 
three  were  eliminated.  Can  you  name  the  three  new  com- 
panies, and  the  three  that  were  deleted? 

3.  When  New  York’s  first  canal  company.  The  Western 
Inland  Lock  Navigation  Company,  issued  stock  certifi- 
cates in  i79i,  the  certificate  was  detached  from  the 
book  using  a special  knife.  Why? 

4.  'A'hose  faces  were  on  the  first  U.S.  stamps  issued 
on  1S47? 

5.  What  marked  .May  1,  1975  as  a momentous  day  on 
Wall  Street? 

6.  |uly  4 is  celebrated  as  Independence  Day,  but  that  date 
in  1791  also  marked  what  event? 

7.  Which  two  persons  w ho  never  served  as  president  of 
the  United  States  appear  on  LI.S.  bills  in  circulation 
today? 

8.  The  United  States  purchased  the  vast  l.ouisiana 
Territorv  from  France  for  $15  million.  Htwv  much  did 
the  U.S.  pay  per  acre? 

9.  Among  the  1.6  million  coins,  medals  and  paper  money 
on  display  at  the  National  .Museum  of  .American 
History  in  Washington  are  three  coins  sometimes 
referred  to  as  “The  King  of  Coins.”  Can  you  identify 
them  (year  and  denomination)? 

10.  .-\ccording  to  the  Bureau  of  Lngraving  and  Printing, 
what  is  the  life  of  a $50  bill? 
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AMERICAN  FINANCIAL  HISTORY 

STOCKS,  BONDS  AND  FINANCIAL  DOCUMENTS 
HIGHLIGHTING  THE  HISTORY 
OF  GOVERNMENT  FINANCE, 

WALL  STREET  AND  AMERICAN  ENTERPRISE. 

WE  ARE  ONE  OF  AMERICA'S  LEADING  DEALERS 
SPECIALIZING  IN  BETTER  QUALITY 
FINANCIAL  INSTRUMENTS, 

LETTERS,  DOCUMENTS  AND  AUTOGRAPHS 
RELATED  TO  AMERICA'S  FINANCIAL  HISTORY. 


FOR  A COPY  OF  OUR  NEXT  CA  TALOG 
PLEASE  CALL  US  TOLL  FREE  IN  USA  (800)  225-6233 


Scott  J.  Winslow  Associates 
Post  Office  Box  10240 
Bedford,  New  Hampshire  03110 


Ken  Prag  Paper  Americana 

Stocks  & Bonds  • Post  Cards  • Passes  • Timetables  • Etc. 
Catalog  plus  3 beautiful  stocks  $8.95 

Also  buy! 

Ken  Prag,  Box  14817, 

San  Francisco,  CA  941 14 

Tel.  (415)  586-9386  • kprag@planeteria.net 


RAILS  REMEMBERED 

ANTIQUE  STOCKS  AND  BOND  CERTIFICATES 
POST  OFFICE  BOX  464 
ROSEMEAD,  CALIFORNIA  91770 
PHONE  (626)  572-0419  EVES 

SEND  TODAY  FOR  LISTING 


Robert  O.  Greenawalt 

CURATOR  AND  COLLECTOR 


4-4-0  American  Type 
steam  loco 


SERVING-  HISTORICALLY-MINDED  FANS  OF  FINANCIAL  RAILROADIANA 
- SELL-  BUY  - TRADE  (I  HAVE  HIGH  LEVEL  SWAPUM) 


Herzog  Hollender  Phillips  & Co. 

P.O.  Box  14376,  London  NW6  12D,  England 

Keith  Hollender,  Author  of  “Scripophily” 

Tel/  Fax  (OsO)  7433-3577 

hollender@dial.pipex.com 
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ROBERT  F.  KLUGE 


GRAPHIC  AND  HISTORIC 
PAPER  AMERICANA: 
ANTIQUE  STOCKS 
AND  BONDS 


P.O.  BOX  155  • ROSELLE  PARK,  NJ  07204  * 908-241-4209 


Toll  Free: 

800  717-9529 
Or  Call: 

603  882-2411 
Fax: 

603  882-4797 
E-mail: 

collect@giabarre.coin 

Web  Site: 

www.glabarre.com 


GEORGE  H. 


LaBA^I^ 

GALLERIES 

P.O.  Box  746  Hollis,  N.H.  03049 


Buying  and  Selling 
Stocks  and  Bonds,  Paper  Money 
Important  Autographs  and  Quality 
Collectibles  of  all  kinds. 


The  Largest  Collectible  Stock  and  Bond  Inventory  in  the  World 


Fantastic  New  American  Rarities  Web  Page 

http://commutiity.webshots.eom/user/jaygouldlOO 

Hundreds  of  the  Best  are  there-or  will  be  added  soon!! 
Railroads, Mining,  Telegraph-Telephone,  Autos,  Oils,  Letters  — 
Jay  Gould.Vanderbilts,  George  Washington,  etc. 

This  is  a permanent  address  Check  it  out  every  month  for  inexpensive 
items  as  well  as  the  very  rarest  and  best!!! 

Also  Auctions  for  the  BEST  Rarities.  Save  this  AD  and  Web  address! 
Also  Buying  Nice  and  Unusual  Pieces!! 

David  M.  Beach 
antiquestocks@cll.rr.com. 

P.O.  Box  47  I 3 56 
Lake  Monroe,  Florida  32747 

407-688-7403.  Visit  Us  in  ORLANDO  by  DISNEYWORLD 
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r INTERNATIONAL  BOND  & SHARE  SOCIETY  ^ 

Founded  1978  for  the  encouragement  of  Scripophily 


The  Directory 

A Membership 
and  Dealer 
directory,  with 
full  listings  for 
the  U.S.A., 

U.K.,  Germany 
and  40  other 
countries. 
Published 

annually. 


Scripophily 

A quarterly 

magazine  with 
40+  illustrated 
pages  of  U.S., 
European  & 
world  news, 
research, 
auctions, 
and  a diary  of 
coming  events. 


Meetings 

London,  England  • Strasburg,  Pennsylvania 
Memphis,  Tennessee  • Toronto,  Canada 
Johannesburg,  South  Africa 


FOR  iNFORMATION 


U.S.A. 

Richard  T.  Gregg 
I 5 Dyatt  Place 

Hackensack,  N|  07601-6004 
Tel:  (+1)  201  489  2440 
Fax:  (+1)  201  592  0282 
President@scripophily.org 

REST  OF  THE  WORLD 

Peter  Duppa-Miller 

Beechcrott 

Combe  Hay 

Bath  BA2  7EG,  UK 

Tel:  (+44)/(0)  1225  837271 

Fax:  (-h44)/(0)  1225  840583 

Chairman@scripophily.org 

www.scripophily.org 


REACH  YOUR  MARKET 

Advertise  in  Financial  History  magazine 

The  .Museum's  membership  maga/iue, 
FintViciiil  History,  has  become  a respected 
source  tor  the  history  of  business,  commerce 
and  the  capital  markets.  It  reaches  a diverse 
audience  of  finance  professionals,  collectors 
of  historical  financial  documents  and  memorabilia, 
universities  and  libraries,  and  thousands  of 
investors  throughout  the  United  States  and  abroad. 
It  is  also  distributed  at  more  than 
10  major  conferences  and  auctions  each  year. 

For  more  information  on  advertising 
in  Fi>hvicii.il  History,  or  to  place  an  ad 
in  the  Winter  issue,  please  e-mail 
Kristin  Aguilera  at  kaguilera@financialhistory.org 
or  call  1 1 ’-908-4695. 


Take  advantage  of  your  Museum  membership 
at  the  Museum  Shop.  Members  receive  a 10%  discount 
on  all  purchases  at  28  Broadway,  or  online  at 
financialhistory.org.  Featured  in  Travel  & Leisure. 
the  Shop  offers  a wide  variety  of  financial  prints, 
books,  clothing,  jewelry,  and  souvenirs. 
Corporate  gifts  are  also  available. 


For  more  information,  or  to  place  an  order, 
call  the  Museum  Shop  at  212-908-4613 
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MUSEUM  0/ AMERICAN 
FINANCIAL  HISTORY 

In  association  with  the  Smithsonian  Institution 


The  Museum  of  American  Financial  History, 
an  affiliate  of  the  Smithsonian  Institution, 
is  the  only  independent  public  museum  dedicated 
to  capitalism,  entrepreneurship,  and  free  enterprise. 
It  celebrates  and  teaches  the  power  of  a democratic 
free  market  economy  to  better  the  financial  lives  of 
individuals,  companies,  and  nations. 

The  Museum  is  located  at 
28  Broadway,  New  York  City. 

Hours:  10:00  a.m.  until  4:00  p.m. 
Tuesday-Saturday.  Donation  $2.00. 

For  further  information, 

please  contact  the  Museum  at  212-908-4110 
or  visit  our  website,  financialhistory.org 


IT’S  YOUR  BUSINESS. 

Join  the  Museum’s 

Annual  Corporate  Membership  Program 

and  put  your  company’s  support  behind  the 
Museum’s  work  to  teach  financial  empowerment 
using  the  lessons  of  financial  history 

Corporate  memberships  begin  at  $i,ooo 

AND  INCLUDE  THE  FOLLOWING  BENEFITS: 

• Free  admission  for  employees  and  their  guests 

• Acknowledgment  in  the  gallery,  on  the  Museum’s 
website,  and  in  Financial  Fiistory  magazine 

• Invitations  to  Museum  openings  and  events 

• One  individual  Financial  History/Smithsonian 
Affiliate  Membership 

For  information,  please  call  212-908-4604 


Become  a Smithsonian  Affiliate  Member 


The  Museum  of  American  Financial  History,  an  Affiliate  of  the  Smithsonian  Institution,  rewards  its  members  at  contributing  levels 
with  all  the  benefits  of  regular  Museum  membership,  plus  the  benefits  of  membership  in  the  Smithsonian. 

Smithsonian  Benefits 

• 12  issues  of  Smithsonian  magazine 

• 10%  discounts  on  shopping  and  dining  when  you  visit  the  Smithsonian 
and  on  all  purchases  from  SmithsonianStore.com 

• 20%  discount  on  publications  from  Smithsonian  Books 

• Affiliate  membership  card 

• Exclusive  international  and  domestic  travel  programs  and  study  tour 
opportunities  from  Smithsonian  Journies 

• Access  to  a special,  members-only  website  at 
http://affiliations.si.edu/members 

• Free  admission  to  the  Cooper-Hewitt  National  Design  Museum  in  New  York 

Financial  History  Benefits 

• 4 issues  of  Financial  History  magazine 

• 10%  discount  in  Museum  Shop 

• Free  admission  for  you  and  your  guests  to  the  gallery 

• Membership  card 

• Advance  notice  of  Museum  events 

• Invitations  to  exhibit  openings 

• Borrowing  privileges  from  the  Museum  Library 

To  become  a Smithsonian  Affiliate  Member,  please  send  a check  for  Siyo  payable  to  “Mnseitm  of  American  Financial  History, 
Membership  Department,  z6  Broadway,  Room  947,  New  York,  NY  10004.  4//  but  $44  of  yonr  contribution  is  tax-dednctible. 
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Our  Outstanding  Team  of  Experts  Can  Help  You 

Get  the  Most  for  Your  Collection 


You’ve  spent  years  putting  together  an  outstanding  collection,  and  now 
you  are  ready  to  sell.  Will  the  people  who  handle  the  disposition  of  your 
collection  know  as  much  about  it  as  you  do?  They  will  at  Smythe! 


Autographs;  Manuscripts;  Photographs; 
International  Stocks  anti  Bonds. 


Diana  Herzog  ivcsidi-m,  r.m.  snivtiu- & c^>., 

Inc.  B.\.  Univcrclty  ot  loiulom  M.\,  New  Mirk  L'niversin'  — 
~ ln.stiiuif  nt  Miic  Former  .Nx  reiary.  Bond  and  Share 

Sticicry;  1’a.M  I’recidem.  Maniiseripr  SiK'iere;  F.ditorial  Board. 
Firuintia/  Histon-  Ikiard  .\temlvr:  I’AOA. 

U.S.  Federal  & National  Currency; 
U.S.  Fractional  Currency;  Small  Size 
U.S.  Currency;  U.S.  MPC. 

Martin  Gengerke  Author  ot  U.S.  \\\pi:r  Monn 

Records  and  Amrrican  Numisffuuic  Auctiofts  iis  well  as  nunicrt>us 
articles  in  Paprr  .Motiry  .Ma^azific  the  lisstiy  I^iof  founul.  Kink  A'ore  Rrpartrr 
and  Finuniul  History.  NX  inner  ol  the  only  award  lx*sto\Ncd  b\-  the  Nuinisinatic 
I iterar)  Ciuild  lor  excellence  in  cataloging,  and  the  President  s .Medal 
tn)ni  the  American  Numismatic  A.'ksociation.  Memk-r:  .AN.A.  SP.MC  '. 


Small  Size  U.S.  Currency;  Canadian 
Banknote  Issues;  U.S.  Coins. 

Scott  Lindquist  B.A.  Minor  Stare  I'nivercitv. 

Bucincss  Adminl'.iraiion/M.in.ijtemeni.  ( 'ottirihiiior  to  the 
SiiiiitLird  I mule  to  Sm.ill  Size  t '..S'.  P,iper  Money  & I '..S'.  I’uper 
Money  Records.  I’rolessional  NiimismatiM  aiui  vile  proprietor 
of  I he  ( ioin  ( Icllar  for  I (>  years.  1 ile  Memher:  .AN.A.  ( SNS.  .Memlxr: 

I’CDA.  FCCB,  SI’MC. 

U.S.  and  World  Coins. 

Andy  LUSTIG  has  K-en  dealinj;  in  L'.S.  .md  World 

coins  since  l‘)  S.  and  has  attended  more  than  d.OOO  coin 
shosss  and  auctions.  1 Its  spsxialtics  include  U.S.  patterns, 

H ^ H P'«ncx-r  gold,  and  rarities  of  .ill  vric-s.  lie  is  a co-fonnder  of 
™ Society  of  L'.S.  I’attcrn  ( .olkx'tors.  a major  contrihimir 

to  the  Bth  1 dition  of  the  Jtidd  IxHik,  a former  I’C '( IS  gr.ider.  and  a co-foimder 
of  F.iireka  Ir.tding  Systems.  Memk-r:  ANA.  CiSN.A,  CSNS,  NBS.  ANL’UA. 
FUN.  IC  rA.  and  USMexNA. 


Why  do  so  many  collectors  and  major 
dealers  consign  to  Smythe’s  Auctions? 

.(imrv'nrivf*  commicci/xn  A r'.._L  . i . . m « i 


• C.onifx-titis'e  commission  rates 

• Expert  start  of  numismatic  specialists 

• F'lexihlc  terms 

• Rcxortl  breaking  prices 


• (.ash  adsanccs  available 
I horoitghly  researched 
and  beautifully  illustrated 
catalogues 


Antique  Stocks  and  Bonds; 

U.S.  Coins;  Paper  Money. 

Stephen  Goldsmith  txecutive  \'icc  President, 

R.M.  Smythe  & Co..  Inc.  B.A.  Brooklyn  College. 
Contributor  to  Paper  Money  of  the  United  States.  Collecting 
U.S.  Obsolete  Curremy,  Fi/tancial  History,  and  Smart  Money. 
Editor.  An  Illustrated  Cittalogue  ofFittrly  North  American  Adtvrtising  Notes:  Past 
President  and  Board  Member.  Profe,xsional  Catrrence-  Dealers  .A.ssociation. 
Memk-r:  PCD.A.  .AN.A.  SPMC,  IBSS.  New-  England  .AppraLsers  A.xsociation. 


N il  U.S.  Coins  and  Medals. 


Jay  ERLICHMAN  Contributor  to  A Guide  Book  of 
U.S.  Coiits  and  A Guide  Book  of  British  Goim.  ,-\.s.setiibled  and 
managcxl  inve-stment  [xirtfolios  of  U.S.  coins.  F.mploscd  bv  the 
Fcxler.il  Ir.ide  Caimmi.xsion  .is  an  expert  w-itne-ss  on  consumer 
fraud.  Memk-r:  .AN.A,  PCXES,  NCC. 


Ancient  Coins  and  Medals. 


/ 


« 

- ¥ 


Thomas  TESORIERO  Prortesional  Numismatist 
\ M sears  in  New  A'ork.  .Ancient  Creek  and  Roman  coins, 

'"cdiev.tl,  seorki  gold  atu.1  silver,  paper  nionev.  l ong  tinie 
member  of  the  New  A'ork  Numismatic  .Societs-,  involved 
IB  A ■ svitli  the  Membership  Committee.  Member:  .AN.A, 

ANS.  AINA.  F'RNS. 

Please  call  for  our  auction  schedule. 


B'l-  buy.  sell,  and  auction  the  rety  hist  in  Antique  Stocks  and  Bonds. 
Autographs.  Banknotes.  Coins.  Historic  Americana,  and  Vintage  Photography 

2 Rector  Street,  12th  l-'loor.  New- York,  NY  I()00(i-I844 
I H : 21 2-94,V  1 880  mi  i i rfi  : 800-622- 1 880  i ax:  2 1 2-.3 1 2-6.A70 

emaie:  info@smytheonline.com 
WEBSITE;  smytheonline.com 


Sicphen  Ttoldsmith 
•Scott  1 indcpiist 


Silver  Plated 
Bull  Figurine,  $1 5 


Pewter  and  Crystal 
Paperweight,  $130 


Antique  Coin  Cufflinks,  from  $31 


In  association  with  the  Sinilhsonian  Institution 

28  Broadway 

New  York,  NY  10004 

Open  Tues  - Sat,  10  am  - 4 pm 

Museum:  212-908-41  10;  Shop:  212-908-4613 

www.fhtancialhistory.org 


Ordering  from  the  Museum  of  American  Financial  History 
Shop  is  now  easier  than  ever  with  the  launch  of  our  new  onlii 
store.  The  Museum  Shop  offers  an  exciting  range  of  signature 
products  from  rare  prints,  posters,  and  statues  to  author-signe 
books  to  Wall  Street-themed  jewelry  and  attire. 

Please  support  the  Museum  by  visiting  us  on  the  web  at 
www.financialhistory.org  or  in  person  at  28  Broadway, 

New  York  City.  Special  orders  and  corporate  gift  programs 
are  available,  and  Museum  members  receive  a 10%  discount 
on  all  purchases. 


FINANCIAL  HISTORY 


